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E hope our readers will note with 

favor and approval some new fea- 
tures and physical details in connection 
with the appearance of Pusiic UTILI- 
TIES FORTNIGHTLY during the year 1948. 
We trust that the bright arrangement of 
the cover will reflect a brighter arrange- 
ment of content in the months to come. 
In this issue we introduce our new de- 
partment, entitled “Progress of Regula- 
tion,” which will be given over to brief 
and popular digests of current decisions 
of courts and commissions in the field of 
public utility regulation. We shall en- 
deavor to make the coverage somewhat 
more extensive, comprehensive, and in- 
tensive as compared with previous de- 
partmental previews of such rulings. 


LIKEWISE, our readers will observe 
that there is a “new look” in length and 
scope as well as appearance of our finan- 
cial department, “Financial News and 
Comment,” under the by-line of our 
financial editor, Owen Ely. This has 
been made possible through the acquisi- 
tion and transference to this magazine, 
beginning with this first issue of 1948, 


FERGUS J. MCDIARMID 
JAN. 1, 1948 


UTI LIETIES 


FORTNIGHTLY 





of material and data previously made 
available to only a limited number of 
subscribers in a special weekly letter 
service which was issued during the year 
of 1947 under the title P. U. R. Utilities 
Financial Letter. This specialized finan- 
cial service proved so popular that the 
publishers feel it can be substantially and 
successfully incorporated into the Forrt- 
NIGHTLY itself, with its broader national 
circulation. And so we are pleased to an- 
nounce the addition of this new and valu- 
able financial feature which will hence- 
forth be available to the readers of the 
FORTNIGHTLY. 


HE readers also will observe, in ad- 

dition to new style headings and il- 
lustrations, the continued appearance of 
departments which have proved to be 
favorites with our readers, ranging from 
the one-year-old “Washington and the 
Utilities” to the old-timers such as “What 
Others Think” and “Remarkable Re- 
marks,” which are pretty nearly ap- 
proaching the voting age. 


In the matter of feature articles, it is 
the intention of the publishers during the 
year 1948 to provide for readers of the 
FORTNIGHTLY a_ well-balanced, well- 
planned diet of well-written manuscripts 
by well-qualified authors. Bearing in 
mind that regulation is the loadstone of 
the ForTNIGHTLY’s field of endeavor, it 
may be noted that the scope of these fea- 
ture articles may seem more extensive 
than in the past. This is because regula- 
tion itself is inherently a dynamic process 
and continues to expand over the years. 


ARTICLES in the FORTNIGHTLY ca 
therefore be expected to expand accord- 
ingly. They will be designed to interest 
every contributory field of regulation, 
whether legislative, judicial, or adminis: 
trative. They will be addressed fre 
to the interest of every level of the reg 
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8 PAGES WITH THE EDITORS (Continued) 


lated utility industries, themselves, from 
the executive front office through staff 
officials, to the employees in the field and 
at the commercial counters. Financial 
and economic topics, sure to prove of 
such vital concern to operating utilities 
in the year ahead, will be a special target 
of our editorial planning. 


REGULATION, in other words, is no 
longer confined to Washington and the 
state capitals. Nor can it even be con- 
fined to the law or account books or the 
engineers’ reports. Modern regulation 
finds its reflection in many places—from 
the wind-swept tower on the hilltop to 
the flashlight beam of the meter reader. 
Even executives and officials of nonutil- 
ity industries are finding themselves 
confronted with problems of regulation, 
which in many ways parallel those to be 
covered in these pages during the coming 
year. 


worD about several of the features 
in the current issue: Fercus J. 
McD1armID gets us off to a good start 
for 1948 with a penetrating analysis of 
probably the most difficult financial prob- 
lem facing the utilities today — raising 
money for plant expansion. Mr. Mc- 
DrarMID, who is noted for his sound 
and thought-provoking articles about 
public utility finance and economics, is 
the second vice president of the Lincoln 
National Life Insurance Company, Fort 
Wayne, Indiana. He is a graduate of 
the University of Toronto, and has spe- 
cialized in actuarial mathematics and 
utility investment from the life insur- 
ance point of view almost continuously 
since entering the insurance business 
with his present organization three days 
after receiving his university degree. 


* * * * 


Ave M. Cooper, who discusses the 
serious problem of water supply 
in the Colorado river basin, is a profes- 
sional writer of business articles who 
generally specializes in personnel mat- 
ters. He originally taught at Kansas 
City public schools and at the Univer- 
sity of Southern California School of 
Government. For many years he super- 
vised employee training for a group of 
public utility companies in the South and 
JAN. 1, 1948 


tate 


ALFRED M, COOPER 


Middle West, and for other industries. 
He has recently turned his attention to 
problems of navigation (from a small 
boat owner’s point of view), which may 
explain his interest in the Colorado river. 
Navigating the Colorado in a small boat 
or any boat would be a problem indeed. 
He now makes his home in Banning, 
California. 
* * * * 


aS the important decisions pre- 
printed from Public Utilities Re- 
ports in the back of this number, may be 
found the following : 


THE resale of electric service by land- 
lord to tenant, at a flat charge contained 
in the rent, represents discrimination be- 
tween electric users because the same 
charge is collected regardless of the 
amount of use, according to the Georgia 
commission. (See page 15.) 


THE Federal Power Commission holds 
that it does not have jurisdiction over the 
merger or consolidation of an electric 
distribution system of a municipality into 
the facilities of an electric company. 
(See page 18.) 


THE next number of this magazine 
will be out January 15th. 


y yo 
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“THE NEED FOR SELLING THE PUBLIC SERVICE” 


“SINKING-FUND PROVISION 


With current talk about shortage of power sup 
it may come as a surprise to some readers that 
electric utility industry is faced with a problem 
promoting sales of service. This article, by S. B. 
liams, former editor of Electrical World, shows 
it is not too early for such companies to start traini 
and strengthening their sales organizations. 


FOR UTILITY PREFERRED ISSUES” 


The confused market on utility securities in rece 
months suggests the use of the sinking-fund provis 
to tempt institutional and other investors back ir 
utility securities in great volume. This is an account 
the recent trend in this direction by John P. Callaha 
the utility news and financial analyst of The New Yo 
Times. 


“OUTLOOK FOR NEW STATE UTILITY LAWS IN 1948” 


The author of this article, Bethune sam is 
professional analyst of legislative happeni 
trends in the various state capitals. For an “o ' } 
a surprising number of state legislatures will meet 
1948 sessions. 


“HOW IS THE LOBBY LAW WORKING?” 


If lobbying does not pay those who buy it, it 
least pays the lobbyists. Larston D. Farrar, Washing 
ton correspondent and special feature writer, gives 
interesting description of how the new lobby regist 
tion law is working out for Congress, for the lobbyist 
and for the public. 


Al at. 6s Special financial news, digests, and interpretations of 
court and commission ‘decisions, general news happen- 
ings, review, Washington gossip, and other features of 
interest to public utility regulators, companies, execu- 
tives, employees, investors, and others. 
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‘‘THERE NEVER WAS IN THE WORLD TWO OPINIONS ALIKE.*’—Montaigne 


Wa ter EvANs 
Vice president, Westinghouse Elec- 
tric Corporation. 


Harry S, TRUMAN 


Cuarves A. HALLECK 
U. S. Representative from Indiana. 


Harotp W. Dopps 
President, Princeton University. 


Henry J. TAYLOR 
Journalist and author. 


LAWRENCE FERTIG 
Columnist, New York World- 
Telegram. 


Henry Canor Lopce, Jr. 
U. S. Senator from Massachusetts. 


WitirAM M. ALLEN 
President, Boeing Airplane 
Company. 


Davip E, LirienTHAL 
Chairman, Atomic Energy 
Commission. 
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“Let’s bear in mind that as dollars invested in research 
planning go up, the need for wartime expenditure in 
lives and dollars goes down.” 


> 


“In contrast with its use in totalitarian nations, radio 
in America has developed as a servant of the people, rather 
than as a servant of the government.” 


* 


“The cost of government must be reduced to a reason- 
able level. By reducing the cost of government the Amer- 
ican people can be given relief from excessive and stifling 
taxes.” 

» 

“A nation whose citizens can read and write but whose 
reading tastes do not rise above the level of desire for 
the excitation of adolescent emotions is easy game for 
dictators.” 


> 


“America is a world power, but we became a world 
power because we were strong at home, and in no other 
way. We must remain so, or there is no other hope for 
world peace.” 


* 


“You cannot have political democracy in an eco- 
nomically totalitarian state. . . . Economic totalitarianism 
leads to political totalitarianism just as economic freedom 
leads to political freedom.” 


* 


“It is obvious that unless every section of the United 
States is functioning at its highest efficiency our country 
cannot meet the great demands which are going to be 
imposed upon us by conditions abroad.” 


> 


“To assure the American people of quality aircraft, 
of design advancement superior to that of other nations, 
the national procurement policy should be based on the 
American system of free competition.” 


* 


“In an industrial sense nuclear power’s ultimate im- 
portance can hardly be exaggerated, but I want to under- 
line the word ultimate, for the use of atomic energy for 
power production is not just around the corner or any- 
where near the corner.” 
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“teamwork 
pays three ways 





IT’S A FACT. When you en- 

courage retailers to modernize 

their stores, it means a three- 
way gain: They gain through the increased 
sales and profits which modernization in- 
variably produces; you gain through addi- 
tional sales of fixtures and increased com- 
mercial load; we gain because it means more 
remodeling work for us. 


Twenty-three leading trade papers con- 
sistently carry our modernization message to 
all kinds of merchants. For years, now, they 
have been impressed with the advantages of 
remodeling their stores—inside and out— 
with Pittsburgh Glass and Pittco Store Front 
Metal. Thousands of retailers have followed 
our recommendations and the lighting recom- 
mendations of the local utility. And hun- 
dreds of testimonials in our files attest to the 
greater success which has followed such ac- 
tion on the part of progressive dealers. 


So, merchants all over the country are 
alive to the necessity for improving the ap- 
pearance of their stores. The field, we believe, 
is now ripe for more concentrated and co- 
operative promotion. We shall be pleased to 
consult with you and your customers in con- 
nection with store modernization in your 
territory. Working together, we are confident 
we can contribute greatly to better business 
in your community, 


‘PITTSBURGH’ 


STORE FRONTS 
AND INTERIORS 


G PAINTS + GLASS + CHEMICALS + BRUSHES + PLASTICS 
PivyT$ 822 G H a oe. an Oe GLA So SOM PAH Y 
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REMARKABLE REMARKS—( Continued) 


James J. Davis 
The late U. S. Senator from 
Pennsylvania. 


ROSWELL MAGILL 
Partner, Cravath, Swaine & Moore. 


C. Wirson HARDER 
President, National Federation of 
Small Business, Inc. 


P. J. Nerr 
Chief executive officer, Missouri 
Pacific Lines. 


Jesse P. Wotcott 
U. S. Representative from 
Michigan. 


Henry J. KAIser 
Industrialist. . 


HERBERT HOOVER 
Former President of the 
United States. 


EpitorrAL STATEMENT 
The Journal of Commerce. 
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“Labor makes the present day safe—but the present 
day only. Capital safeguards the future.” 


* 


“Taxes always operate as a brake upon the economy 
and our individual taxes remain at almost the war peak. 
We need a more favorable tax climate in the interests 
both of satisfactory production and of satisfactory 
Treasury receipts.” 


5 


“Small, indépendent enterprise, with its tremendous 
flexibility and intense drive, has well served the na- 
tional interest in and out of crisis. It must not be de- 
prived of the privilege of continuing this service due to 
artificial restrictions on its powers.” 


* 


“The railroads, on which the country must depend in 
times of peace as well as in war, must have their situa- 
tion stabilized, not by government subsidies but merely 
through the process of having an adequate return so 
that they may provide modern, dependable, and eco- 
nomical transportation.” 


v 


“Socialism versus democracy, Capitalism versus man- 
aged economy, regimentation versus free enterprise. These 
are the issues which must be met squarely; these prob- 
lems must be solved by the American people before we 
can ever hope for economic and social stability in 
America and peace through the world.” 


> 


“. . . tax laws should be reformed permanently in 
such a way as to encourage the small businessman and 
risk-taker to go ahead into new ventures that will’ build 
an ever more flourishing economy. This would mean 
more and better things for you to buy—and cheaper. Let’s 
not soft pedal that. The real issue is to expand plants.” 


- 


“We in the Western Hemisphere are demonstrating 
every day not only that personal liberty and representa- 
tive government are the only hope for moral and spiritual 
progress. We are also demonstrating that free enter- 
prise is the only road to productivity. Today only the 
free enterprise countries are free of starvation and cold.” 


> 


“The more aggressive a union is in seeking participation 
in management, the more necessary are contract clauses 
that protect the authority of management against en- 
croachment. Failure to safeguard managerial authority 
can badly hamper a business in keeping abreast of tech- 
nological improvements and increases in efficiency in its 
industry.” 
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Quick, easy, push-button 
control featur Kinnear 
Motor coment Rolling 
Doors gives you a tighter 
grip on all door costs. It 
elps cut heating and air- 
conditioning costs through 
. Prompt, rapid closing of 
°* doors. It saves time and 
steps prs can have any 
needed number of addi- 
tional controls at remote 
soe ne It avoids traffic 
ottlenecks at doorways. 
And along with these oper- 
ating advantages, you get 
the extra durability, pro- 
tection and space- ——s 


MOTOR OPERATED efficiency of these rugg 


all-steel doors with their 





with KINNEAR sttet rowinc poors 


world-famous coiling up- 
ward action. Built any size, 
for installation in old or 
new buildings. Write today 
for complete information. 


THE KINNEAR Mfg. Co. 


FACTORIES: 
2060-80 ‘ae Ave. Columbus 16, Ohio 


742 Yosemite Ave. 
San Franciseo 24, Calif. 


Offices and Agents in Principal Cities 
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e These new Dodge “‘-Job-Rated’’ trucks are wide, mas- 
sive trucks representing DESIGN with a PURPOSE 
Y | . . . trucks combining appearance with comfort, 
al 


safety, performance, economy; and ease of handling. 


NEW COMFORT 


1) PLENTY OF HEADROOM. 


2) STEERING WHEEL . . . right in the driver’s lap. 


3) NATURAL BACK SUPPORT . . . adjustable for 
maximum comfort. 


#) PROPER LEG SUPPORT . . . under the knees 
where you need it. 


5) CHAIR-HEIGHT SEATS . . . just like you have at 


home. 
“AIR-O-RIDE” CUSHIONS . . . adjustable to weight 
of driver and road conditions. 


’) 7-INCH SEAT ADJUSTMENT . . . with safe, con- 
venient hand control. 


ond mors with te NEW DODGE 














NEW Tractors and other 
High Tonnage Models! 


You'll find, in these new high 
tonnage models, many exclu- 
sive advancements: Strong, 
durable metals and alloys... 
precise machining, and a much 
wider range of equipment. 
Engines have cost-reducin; 

sodium-cooled valves, an 

stellite-faced exhaust valves 
and seat inserts. Other out- 
standing features include 
sturdy 5-speed transmissions; 
rugged 12” and 13” clutches; 
smooth, safe brakes—the 
finest in the trucking industry. 


NEW All Weather Ventilation 


You drive in comfort whether it’s 10° below or 100° above. 
Available is an ingenious combination of truck heater, 
defroster vents, vent windows, cowl ventilator, and a 
new fresh air intake from ind the front grille. It's 
the finest ‘‘All-Weather”’ heating and ventilating system 
ever installed in a truck cab. 





‘Pilot- House’ Cabs 


e e «¢« 
with all ‘round vision 
Note the tremendously increased 
vision of these cabs. Windshields 
and windows are higher and 
wider. New rear quarter windows 
add still more to vision, and to 
safety. With this increased glass 
area throughout, you get “Pilot. 
House” vision in all directions. 
With welded all-steel construc- 
tion, they’re the safest cabs built. 
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NOW AVAILABLE! PROCEEDINGS 
1947 CONVENTION 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


LIMITED EDITION! 





Tuis important edition contains valuable ma- 
terial on the subject of regulation of rates and 
service of public utilities and transportation 
companies including the following: 


Review of Current Telephone Rate Cases — An Analysis of the Capital Structure 
of Electric Utilities — Carload Traffic Studies — Progress in Regulation of Public 
Utilities — Corporate Finance — Warehouse Regulation — Motor Carrier Revenue 
and Rates — Rates of Public Utilities — Telephone Studies — Legislation 


These and others 88.50 


COMMITTEE REPORTS AND ADDRESSES SEPARATELY PRINTED AND OTHER 
PUBLICATIONS OF THE NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


Telephone Separation Manual: 
This manual is the result of studies of the NARUC and FCC Joint Committee and developes 
a system of procedures providing for allocating telephone operating expenses and invest- 
ment among exchange, state toll, and interstate toll service on both the board-to-board and 
station-to-station bases of rate making. (This manual is not included in the volume of 
Proceedings above referred to) eee 

Rates of Public Utilities (1947 Committee Report) 


Depreciation: 
(1946) Methods of Pricing Retirements from Group Property Accounts 
1944 Report of the Committee on Depreciation (Supplement to 1943 Report) 
1943 Report of the Committee on Depreciation (277 pages) 


Interpretations of Uniform System of Accounts for Electric Utilities 


interpretations of Uniform System of Accounts for Gas Utilities 
Interpretations of Uniform System of Accounts for Water Utilities 


(Where remittance accompanies order we pay forwarding charges) 





NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


7413 NEW POST OFFICE BLDG. WASHINGTON 25, D. C. 
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“Highway” for Water 


A water main for Buckley, Washington! It was a cliff-side job for two 

International Diesel crawlers to clear the right of way and cut a narrow 

road for the ditch. The TD-9 (in the foreground) and TD-14 made short 
work, at low cost, of this job of pioneering a “highway” for water. 

Consult your International Industrial Power Distributor for 

the facts about these tractors and their application to your 


operations. 


Industrial Power Division 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue Chicago 1, Illinois 


. PNTERNATIONAL POWER 


CRAWLER AND WHEEL TRACTORS + DIESEL ENGINES - POWER UNITS 
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Write Today 


for Your 
Copy... 


RUST-OLEUM gives lasting protectio 


it Cuts 
maintenance 


Costs 


3 Way 


1. Apply Directly Over Rust 
Wirebrushing to remove scale and dirt 
is all that is necessary. Any rust left 
is eliminated when Rust-Oleum is 
applied. Avoid cost of sandblasting 
or chemical rust cleaners. 


2. Quick and Easy To Apply 

Brush, dip or spray. Rust-Oleum goes 
on quickly without professional equip- 
ment or labor. No brushmarks...flows 
out completely self-leveling. On aver- 
age jobs, 25% of normal time is saved. 


3, Costs Less Per Square Foot 
Material cost is less than 1-cent per 
square foot. Lasts 2 to 10 times longer 
than ordinary materials. Excellent 
decorative appearance and superior 
performance. 


This page is reserved under the MSA PLAN (Manufaeturers Service Agreement) 
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Rust-Oleum is the modern, quick, low-cost way to stop and prev 
rust on iron and steel surfaces of buildings, towers and other equ 
ment. Many public utilities use Rust-Oleum. It adds years of exi 
service to all metal. Rust-Oleum can be applied over metal alr 
rusted. It penetrates rust...incorporates it in the film...and forms 
tough, durable, elastic coating that defies rain, snow, dampness, fu 

and other rust-producing conditions. It may be applied over cl 
metal or on surfaces previously painted which are sound. There 

Rust-Oleum products for interior or exterior uses. Complete engineer 
service is available. A demonstration by a qualified specialist at 
cost or obligation can be arranged promptly to show you how Ru 
Oleum can reduce maintenance costs and constantly protect your | 

investment in buildings and equipment. All colors and aluminui 


GET ALL THE FACTS—Mail This Coupon NOW! |} 


RUST-OLEUM corporation 


2457 Oakton Street, Evanston, Illinois 


Please send me a free copy of the new Rust-Oleum Catalog showing 
color selection and recommended uses. 


Name 
Company. 
Addres: 


Town 
C) Check here for name of nearest distributor. 
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9 Happy New Year, 1948! 





q Sah. Association of Broadcasters will hold winter meeting, Augusta, Ga., Jan. 19, 





{ American Water Works Association, New York Section, will hold mid-winter g 
luncheon, New York, N. Y., Jan. 20, 1948. 





Y American Cus Association, Home Service Committee, will hold meeting, Chicago, Iil., 
Jan. 21-24, 1948. 











q rym Yar or} Society of Civil Engineers will hold annual meeting, New York, N. Y., Jan. 





q re Sennetes Association will hold annual meeting, Quebec, Canada, Jan. 
25-28, 8. 





4 American Road Builders’ Association, and its Divisions will hold annual meeting, 
Washington, D. C., Jan. 26-28, 1948. 





4 Minnesota Telephone Association will hold convention, St. Paul, Minn., Jan. 26-28, 1948. 





9 American Institute of Electrical Engineers will hold winter general meeting, Pittsburgh, 
Pa., Jan. 26-30, 1948 





Eighth International Heating Ventilation Exposition will be held, New York, N. Y., 
Feb. 2-6, 1948. 





¥ National ": Sacmameepad of Home Builders will hold convention, Chicago, Ill., Feb. i) 
22-26, 19 





] Canadian Electrical Association begins conference, Gries, Canada, 1948. 
| NRDGA begins annual convention, New York, N. 1948. 


” 





4 Texas Telephone Association will hold convention, Galveston, Tex., Mar. 15-17, 1948. 














q iS 1948 ~ a Gas Association will hold annual meeting, Boston, Mass., Mar. 18, 
1 























Bell’s New r Radio Relay Termin 
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Public 
Utilities 


FORTNIGHTLY 


January 1, 1948 


The Utilities Face a Big 
Financial Problem 


Analysis of existing influences bearing on sales of issues from 

both the large and small investor standpoint, and suggested 

techniques for promoting marketability of various types of 
securities. 


By FERGUS J. McDIARMID* 


HE public utilities of this coun- 

try have a financing problem 

ahead; and the way things are 
shaping up, it promises to be a tough 
one. From reading the prospectuses de- 
scribing a large number of recent new 
security issues, one gets the impres- 
sion that many electric companies plan 
gtoss additions to their property ac- 
counts during the five years 1947-1951 
which will cost an amount equal to 
about half the total dollar cost of their 
existing plants. In some cases the cost 
will be relatively greater still. 


*For personal note, see “Pages with the 
Editors.” : 


The telephone industry likewise is 
launched upon a construction program 
of similar relative magnitude, designed 
to meet the demands for service and to 
render that service as far as possible 
automatic. A number of major new 
natural gas pipe lines are under con- 
struction, and more are planned. 

Altogether the total cost of this 5- 
year program is likely to exceed $10,- 
000,000,000 and possibly consider- 
ably more. Part of it will be financed 


from internal sources, such as depreci- \/ 


ation allowances and retained earnings ; 
but most of it will have to come from 
the sale of additional securities, and it 

JAN. 1, 1948 








PUBLIC UTILITIES FORTNIGHTLY 


is that matter which concerns us here. 
For the first time since the decade of 
the ’20’s the utilities face the problem 
of raising a large amount of new capi- 
tal from the investing public, and un- 
der conditions considerably less favor- 
able than was the case even a short 
time ago. Let us consider some of these 
conditions. 


The Capital Markets Have Changed 
rn the break of the boom in 1929 

a very large volume of public util- 
ity securities has been sold to the 
American public. However, to a large 
extent this has represented an exchange 


“ of old securities for new ones through 


a refunding process, It was part of the 
trend toward cheaper and cheaper 
money. The volume of outstanding 
public utility securities remained near- 
ly the same, and only a fairly small 
proportion of the new securities sold 
brought new capital into the industry. 
Until after World War II additions 
to plant were financed mostly from de- 
preciation accruals and retained earn- 
ings. However, matters have now en- 
tered a more acute phase, thanks to 
the accelerated demand for service and 
also to the fact that equipment now 
costs in dollars from 50 to 100 per 
cent more than before the war. 
Certain important changes have 
taken place in the capital markets of 
this country since the utilities last 
raised new money on a large scale. 
These changes reflect the increased in- 
stitutionalization of savings. To a 
rather large extent financial institu- 
tions, such as life insurance companies 
and savings banks, have replaced well- 
to-do individuals as suppliers of capi- 
tal. This is particularly true of the type 
of capital required by the public utility 
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industry; namely, capital looking for 
a modest but reliable and steady rate 
of return but with a limited outlook for 
appreciation in values, 

Securities which have these qualifi- 
cations can, under present income tax 
schedules, have but very limited appeal 
to the wealthy individual investor. 
That person is mainly interested in two 
types of securities—tax-exempt munic- 
ipal bonds, and securities which offer 
a chance for large capital appreciation. 
The senior securities of public utilities, 
bonds and preferred stocks, which 
normally make up nearly three-fourths 
of their total capital structure, can have 
but small appeal to such individual in- 
vestors ; and their common stocks, ex- 

“cept under unusual market conditions, 
‘can have no more than a very limited 
appeal. 


_ is a fact well known in financial 
circles that as part of the extensive 
refunding process referred to, which 
got underway in 1935, the bonds of 
utilities began to flow heavily into the 
portfolios of financial institutions— 
most particularly those of the life in- 
surance companies, It is a fact that at 
this time well over half of the bonds 


“ of the major divisions of the utility in- 


dustry—electric, telephone, and gas— 
are now held by life insurance com- 
panies. Also it is well understood by 
the investment banking fraternity that 
in the case of a utility bond issue of any 
size, unless some of the major life 
companies subscribe, the issue is al- 
most sure to be a market failure. And 
in recent months there have been a 
number of such failures, and some 
fingers have been severely burned 
thereby. 

There can be little doubt that until 
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the financial fortunes of the utilities 
decline considerably below their pres- 
ent levels these utilities will be able to 
sell their bonds to financial institutions. 
For one thing, the life insurance com- 
panies will continue to have a lot of 
money to invest. Their funds are in- 
creasing at a net rate in excess of three 
billion a year, which amounts at this 
time to probably over one-fourth of 
the net savings of all individuals in the 
country. This is a lot of money, even 
in relation to the capital requirements 
of the utilities. 


B Beiswn are, however, plenty of 
signs that the interest rates the 
utilities will have to pay on their bonds 
will be higher in future than in the re- 
cent past, The recent $100,000,000 is- 
sue of Pacific Telephone & Telegraph 
established an interest cost. at least 4 
per cent higher than a security of 
this quality would have carried a year 
ago. The most ready explanation for 
this swing has been a sharp decline in 
savings in the country in the face of a 
greatly expanded demand for capital, 
together with a decline in the amount 
of work a dollar of savings will accom- 
plish, From the high level of savings 
achieved during the war, these have 
declined sharply to a historically low 
percentage of the national income and 
to a level in dollars only about one- 
third of the wartime high. High prices, 
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which have cut into the savings of 
those who normally save, have prob- 
ably played a part in this decline. On 
the other hand, the demand for capital, 
driven up by high prices and deferred 
demand, has risen. 

High real estate prices have greatly 
expanded the demand for mortgage 
money, and various divisions of indus- 
try are also spending a lot of new 
money. High prices have greatly in- 
creased the working capital require- ' 
ments of all divisions of industry and 
business. For one thing, it costs a lot 
more to carry inventory now. Need we 
look farther than such supply and de- 
mand factors for the cause of the cur- 
rent interest uptrend? 


The Bloom Is Off the Preferreds 


HE real crux of the utilities’ 

financing problem does not lie in 
the raising of bond money. It has to do 
with the matter of raising equity money , 
to balance the fixed interest part of 
capital structures. During the last three 
or four years the utilities have enjoyed 
a field day in selling preferred stocks 
on a basis which was extremely favor- 
able to them. This may have created 
some illusions with respect to the ease 
with which the industry could raise 
this type of capital to take care of new 
construction needs, There is reason to 
believe that this phase of public utility 
financing is over. 


e 


markets of this country since the utilities last raised new 


q “CERTAIN important changes have taken place in the capital 


money on a large scale. These changes reflect the increased 
institutionalization of savings. To a rather large extent 
financial institutions, such as life insurance companies and 
savings banks, have replaced well-to-do individuals as sup- 


pliers of capital.” 
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In the first place, it was made pos- 
sible by the willingness of financial in- 
stitutions, particularly life insurance 
companies, to absorb large volumes of 
these preferred stocks. Bond yields had 
gone to extremely low levels, and in- 
vesting institutions sought to get a bet- 
ter yield by placing a limited part of 
their funds in preferreds. Like the 
Prodigal Son they were so hungry for 
yield that they would fane have filled 
their bellies with the husks that the 
swine did eat, Now that the fatted calf 
“ of higher bond yields is at hand, the 
husks no longer appeal. Besides, some 
of the husks so recently devoured are 
giving them a bit of a bellyache. While 
these institutions can carry adequately 
secured bonds at amortized values, 
they have to carry stocks at market 
prices; and utility preferred stocks as 
a class have recently slipped rather 
severely in the market, thereby eating 
into the surplus position of institutions 
owning them. For_this reason many 
security buyers for financial insti- 
tutions would rather not be reminded 
at this time that such a thing as a pub- 
lic utility preferred stock exists. 


A@ life insurance companies, since 
they must carry stocks at market, 
must limit them to a small proportion 
of their total assets. As a practical 
matter this proportion usually does not 
exceed 5 per cent, although the law in 
many cases permits a higher propor- 
tion, that of New York state permitting 
10 per cent of a life company’s assets 
to be invested in preferred stocks. 
/ Many life companies are now bought 
up in preferreds to a point which rep- 
resents about their practical limit, This 
view has been solidified by the recent 
market performance of the preferreds. 
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Also the great bulk of utility pre- 
ferreds recently sold was a matter of 
refunding. The old holders were of- 
fered a choice of taking a new low- 
yielding stock in place of the old stock, 
or taking the money, with a hungry 
group of financial institutions standing 
by to practically underwrite the issue. 

This type of moral suasion is not 
possible when a preferred stock issue 
represents new money, As was pointed 
out above, a modest fixed rate of re- 
turn has little appeal to the well-heeled 
individual under today’s tax conditions. 
To sell such stock in small lots to peo- 
ple of moderate means is an expensive 
proposition, likely to cost several points 
instead of the narrow profit margins 
recently prevailing. Also more attrac- 
tive coupon rates would no doubt be 
necessary to do so. 


Common Stock Financing Is 
Expensive 


N the time this is written an exten- 
sive group of common stocks of 
electric utilities is selling over a range 
of between 7 and 18 times current an-/. 
nual earnings, with many stocks of 
good companies selling around 10 
times earnings. The basis on which 
these sell is determined to considerable 
degree by the type of capital structure. 
When a common stock represents a 
small layer at the bottom of the capital 
structure, the stock tends to sell at a 
low multiple of earnings. When a large 
part of the capital is represented by 
common, the ratio of selling price to 
earnings tends to be considerably high- 
er. At the present time a number of 
apparently well-founded utility com- | 
mon stocks can be bought to yield near- * 
ly 7 per cent on the basis of current 
dividends, Add to this the relatively 
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Effect of High Prices 


oe H™ real estate prices have greatly expanded the demand for mort- 

gage money, and various divisions of industry are also spending 
alot of new money. High prices have greatly increased the working capt- 
tal requirements of all divisions of industry and business. For one thing, 
it costs a lot more to carry inventory now. Need we look farther than such 
supply and demand factors for the cause of the current interest uptrend?” 





high cost of selling utility common 
stocks, which must be placed largely 
with individuals. Clearly the raising of 
common stock money by utilities in to- 
day’s money markets is far from a 
cheap and easy process. 

Why do investors take what appears 


the industry for its security holders is 
about the same now as in 1930, or at 
least very little higher. If more money 
is now available for stockholders, it is 
because it has been taken largely from 
bondholders through refunding in a 
cheap money period. The over-all rate 


to be rather a cool view of public util-. /ef return on the actual investment in 


ity common stocks? On the basis of 
the record it seems that they must be 
bought largely for income, with only 
limited hope of capital appreciation. 
Look, for example, at the record of the 
private electric utility industry over 
the past seventeen years, In that period 
the number of customers served has 
increased by half, installed generating 
capacity is up by one-third, and power 
output has much more than doubled. 
Yet in spite of the substantially larger 
real investment and much greater serv- 
ice rendered, and in spite of the de- 
preciation in the value of the dollar, 
the total number of dollars earned by 


the industry has declined. 


T= telephone industry has had a 
parallel experience. In spite of 
more than a 50 per cent increase in the 
number of telephones and plant invest- 
ment since 1930, and a doubling of 
revenue, the net operating income ex- 
pressed in dollars is today probably 
lower than in 1930. In fact the recent 
dip in telephone earnings, caused large- 
ly by wage increases, has been rather 
alarming. The relatively large wage 
bill in that industry is an adverse fea- 
ture from the point of view of most 
equity investors, Even from the point 
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of view of holders of first lien bonds, 
the credit of the telephone industry is 
probably not quite what it was a little 
while back. When funded debt of a 
telephone company goes from $25 to 
over $75 per telephone in the course 
of a few years, the trend is sufficient 
to make the bondholders sit up and 
take notice—to say nothing of the 
stockholders—and that is what has 
been happening. 

Also the investor is likely to note the 
abnormality of having low earnings at 
a time when telephone toll revenues are 
running at over three times to the pre- 
war level, and demand for all telephone 
service is at an all-time high. What 
will happen to earnings when toll reve- 
nues shrink in some future depression 
and the folks, particularly out on the 
rural lines, start to give up the service 
as they did before? We hope it won’t 
happen again, but what if it does? This 
is the period in the cycle when tele- 
phone earnings should be abnormally 
high rather than abnormally low if the 
industry is to attract the capital it re- 
quires, 

Altogether potential investors in the 
utility industry are wondering what ef- 
fect the huge new additions to plant 
now taking place will have on dollar 
earnings. Will dollar earnings increase 
in proportion to the additional dollars 
invested in plant? That simply has not 
been the trend since 1930, which is the 
main reason why the raising of com- 
mon stock capital by the industry is 
currently a rather expensive proposi- 
tion. 


Some Financing Techniques 


A’ was stated before, the main source 
of investment capital of the type 
which seeks mainly a rate of return 
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rather than capital appreciation is the 
financial institutions, and particularly 
the life insurance companies. How can 
these be interested in contributing to 
the lower half of the capital structure 
of the utilities, to that part which oc- 
cupies a position junior to the mortgage 
bonds, or in some cases mortgage bonds 
and debentures? 

At the present time the chance of 
such institutions purchasing any large 
additional volume of the traditional 
type of utility preferred stocks seems 
out of the question. I refer to the type 
which merely offers an income in per- 
petuity, or until called, but no sys- 
tematic repayment of principal through 
a sinking fund or otherwise, and no 
conversion privilege whereby the pre- 
ferred stockholder has a chance to 
share in the good fortunes of the enter- 
prise. The last sizable issue of this 
type offered dropped 7 points in the 
market, after having been originally 
offered to the public on a 43 per cent 
basis; and it was the obligation of a 
fairly strong electric utility. 

There is a fairly good chance that 
utilities might reclaim the interést of 
institutional investors in their pre- 
ferreds by concessions as to sinking 

“funds or convertibility. It is a note- 
worthy fact that industrial preferred 
stocks, which generally carry a sinking 
fund, have held up much better during 
the recent market weakness than utility 
preferred stocks, which hardly ever 
have sinking funds. A sinking fund en- 
ables the investor to envisage an ulti- 
mate termination of his commitment. 
For example, a 2 per cent annual sink- 
ing fund means complete amortization 
over fifty years, but an average term 
for the investment of only twenty-five 
years. That is a lot different than an 
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investment in perpetuity. The opera- 
tion of a sinking fund also provides 


market support for an issue. 
W: have all heard the argument 
that utilities cannot afford sink- 
ing funds in preferred stocks, as theirs 
is permanent capital, etc. However, the 
insertion of such a provision does not 
mean a higher total cost of preferred 
stock financing, but merely a greater 
volume of such financing over the years 
to replace preferreds retired through 
sinking funds. Certainly if the utilities 
hope to interest such investors as life 
insurance companies in their preferred 
stocks at a dividend cost at a reasonable 
level, they had better seriously con- 
sider the idea of sinking funds. And 
any sinking fund less than 2 per cent 
per annum is not very significant in 
enhancing the market appeal of a pre- 
ferred. 

Another method of heightening the 
investment appeal of preferred stocks 
is by making them convertible into 
common. Such a provision enables a 
preferred stockholder to benefit if the 
company prospers and the common 
climbs in value. However, in the pres- 
ent market for utility securities, and 
in view of the limited prospects for an 
increase in utility earnings, the conver- 
sion price would have to be very little 
above the existing market price to cre- 


q 


ate substantial additional investor ap- 
peal. It is noteworthy that in recent 
weeks two utility preferred stock is- 
sues, roughly comparable as to quality, 
were both brought out a day or so 
apart from each other. One was sold 
on a 4.4 per cent yield basis but was 
convertible into common, It was an 
immediate sellout. The other came on 
a 4.5 per cent yield basis but was not 
convertible. It sold slowly and has since 
dropped in the market seven points be- 


low its offering price. 
nN additional financing device, 
which is likely to be much used 
in the period ahead, is the debenture , 
convertible into common stock. A num- 
ber of major utilities have used this 
technique on a large scale, including 
American Telephone and Telegraph 
and Commonwealth Edison. Such de- 
bentures are usually offered at a time 
when the sale of a very large amount 
of common stock on a favorable basis 
to the utility would be difficult—which 
description probably applies to the pres- 
ent time. Such debentures are fre- 
quently offered to existing stockhold- 
ers and with the conversion price be- 
low the current market price of the 
stock, which causes the debentures to 
sell at an immediate premium. 
Such convertible debentures usually 
have a relatively short term of ten or 


& 


“IN spite of more than a 50 per cent increase in the number of 
telephones and plant investment since 1930, and a doubling of 
revenue, the net operating income expressed in dollars is to- 


day probably lower than in 1930. In fact the recent dip in 
telephone earnings, caused largely by wage increases, has 
been rather alarming. The relatively large wage bill in that 
industry is an adverse feature from the point of view of 


most equity investors.” 
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fifteen years. Since they are evidences 
of debt and can usually be carried at 
amortized values, they can be pur- 


and equity securities will be restored. 
A fourth method by which utilities 
may obtain the use of capital from in- 


chased in large quantities by insti-\/stitutions is by leasing such items of 


tutional investors. Their sale of course 
does increase the proportion of debt in 
a utility’s capital structure. However, 
their ultimate conversion into common 
is contemplated, and in the meantime 
the carrying charge of the debentures 
is small, Their sale really amounts to 
‘ an attempt to sell common stock as 
cheaply and unostentatiously as pos- 
sible. Who knows what the sale of over 
$300,000,000 of American Telephone 
and Telegraph stock all at one time 
would do to the market for that stock? 
Yet an equal volume of convertible de- 
bentures has caused no more than a 
tremor in the market. 


r is entirely likely that in the period 


ahead the convertible debenture is 
going to be a favored medium for 
meeting the financial requirements of 
the utilities as applied to the lower half 
of their capital structures. To this end 
the regulatory authorities will prob- 
ably have to permit an over-all in- 
debtedness considerably in excess of 
the 50 per cent of capital structure at 
which they have been aiming in recent 
years. During periods of a buoyant 
common stock market these debentures 
will tend to be converted on a large 
scale as they will sell at a price geared 
to the common stock and be carried up 
marketwise to a level where they will 
bear a large part of the risk of market 
fluctuation of the common. Under 
these conditions their conversion, in 
order to share in the much higher rate 
of return obtained on the common, will 
become attractive; and as conversion 
takes place the balance between debt 
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real estate as garages, service buildings, 
and office buildings from them, This 
method of course applies only to a 
small fraction of a utility’s total capi- 
tal requirements; but in view of the 
present condition of the capital mar- 
kets, it should not be entirely ignored; 
and a number of utilities have already 
shown marked interest in it. This type 
of financing was described in detail by 
the writer in an article in the Pustic 
Utiuities FortNIGHTLY number’ of 
August 28th last. 


Utilities Must Be Allowed to Earn 


O= the past dozen years, under 
the influence of declining money 
rates, ideas as to what constitute a fair 
rate of return for a public utility on its 
property investment have been declin- 
ing. The writer has to admit that he 
shared in this trend of thought. It did 
seem that when the cost of bond money 
got to a level of 2? per cent or lower 
and preferred stock money to 3} per 
cent or lower, and when utility common 
stocks were selling at a rather high 
ratio to earnings, an over-all return of 
6 per cent on the investment required 
a little defending, 

It is time for this trend of thought 
to reverse itself. For reasons discussed 
above the cost of money has been in- 
creasing sharply and may very well 
continue to do so. High-grade utility 
bonds now must be sold to yield over 
4 per cent more than was the case a 
year and a half ago; and the yield on 
public utility preferred stocks, if in- 
~ 1“Financing by Lease,” Vol. XL, No. 5, 
page 278. 





nn ahi am m . eat @ aA. 


THE UTILITIES FACE A BIG FINANCIAL PROBLEM 





Cost of Electric and Telephone Equipment 


66 a needed to deliver a given number of kilowatt hours to 

customers, or render telephone service to a customer, now costs 

over 50 per cent more than before the war and occupies an accordingly 

larger place in the capital structure on which a return must be earned. The 

current upward trend in the cost of money has compounded the effect of 
price increases.” 





deed they can be sold at all, has stiff- 
ened even more than the yield on bonds. 
Many utility common stocks now sell 
at no more than 10 times earnings, and 
some sell for as little as 7 times. In the 
light of these facts and current trends, 
6 per cent looks like about the minimum 
yield a utility can earn on its invest- 
ment and still attract the new capital 
required to render service. In some 
cases the necessary return may be even 
higher, when circumstances require 
financing on less favorable than aver- 
age terms. 


AW it is quite necessary that the 
public utility industry, which is 
a growing and entirely essential indus- 
try, be allowed to maintain the financial 
health required to raise the new capital 
which it desires, The first sign of a de- 
cline in such health will be exhibited 
by inability to raise money except 
through the sale of bonds. This of 
course would result in an unbalanced 


capital str structure, so that sooner or A pd 


later even bond financing would be de- 
nied, except on exceedingly stringent 
terms. This is what happened to the 
railroads during the ’30’s, but’ the 
railroads were a relatively mature in- 
dustry, with only small requirements 
for new capital from outside. The utili- 
ties, on the other hand, still have very 
large outside capital requirements, so 
their plight would be much more 


serious. The ratio at which utility com- ,/ 


mon stocks are now selling in relation 
to earnings may very well indicate that 
the situation is already somewhat 
critical, 

Certainly the effect of rising costs 
on the industry can hardly be other than 
adverse. Equipment needed to deliver 
a given number of kilowatt hours to 
customers, or render telephone serv- 
ice to a customer, now costs over 50 
per cent more than before the war and 
occupies an accordingly larger place in 
the capital structure on which a return 
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must be earned. The current upward 
trend in the cost of money has com- 
pounded the effect of price increases. 
Also the cost of fuel and labor is up 
sharply. The only saving factor, of 
course, has been the growth trend, 
which has enabled dollar profits to re- 
main about constant (except in the 
telephone industry) in the wake of a 
sharp increase in gross. 

For the authorities which regulate 
public utility earnings, all of this should 
have clear meaning. The cycle of rate 
‘ cuts which has characterized the whole 
history of the electric industry has 
probably come to an end except in a 
few unusual situations, at least until 
the present outlook changes radically. 
We may not be far from the point 
where electric rate increases, even to 
residential customers, may be called for 
in some instances. In the case of the 
telephone industry a sharp increase in 
exchange rates is necessary if the 
formerly high credit of that industry 
is not to slip badly and in a hurry. Also 
some new rate techniques will probably 
be required to cushion the effect on 
earnings of a sharp decline in toll reve- 
nues, 


Summary 


I ‘HIS is probably the type of article 
which should be summarized. The 


utilities have the problem of raising 
during the next few years a much 
larger volume of money than they have 
ever raised in an equal period before. 
The high cost of new equipment will 
cause an expansion in capital structures 
out of proportion to the increase in the 
amount of physical plant added. 
Since the last period, during which 
the industry had to raise a large amount 
of new money from the public, the capi- 
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tal markets in this country have under- 
gone a substantial change. Investment 
funds which are interested in mainly 
a rate of return rather than tax ex- 
emption or capital appreciation are 
now largely in the hands of financial in- 
stitutions, of which the most important 
are the life insurance companies. 
Wealthy individuals, because of in- 
come tax considerations, are now main- 
ly interested in tax-exempt municipal 
bonds or in securities which promise a 
chance for large capital gains rather 
than current income. Generally speak- 
ing, utility securities offer only limited 
chance for capital gains and no tax ex- 
emption. 


Foe utilities will probably have no 
great trouble raising debt capital 
by selling bonds to financial institu- 
tions, although at a somewhat higher 
interest cost than they have been used 
to during the last year or so. Their real 
blem will be to balance the upper 
alf of their capital structures by the 
sale of equity securities, The traditional 
type of utility preferred stock, having 
no sinking fund or conversion feature, 
has exhausted its appeal to institutional 
investors, except possibly on the basis 
of a quite high dividend rate. Four fi- 
nancial media suggested to appeal to in- 
stitutional investors are preferred 
stocks with substantial sinking funds, 
convertible preferreds, convertible de- 
bentures, and the lease of property 
from institutions. Of these the con- 
vertible debenture, while it means a 
temporary increase in debt structure, is 
likely to bring in the largest volume of 
new funds with the least effort. 
The recent pronounced upturn in 
cost of financing, plus much higher 
plant and operating costs, probably 
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spells the end for the time being of In the case of the telephone 
electric rate cuts; and ideas as to what industry higher rates are especially re- 
constitutes a fair rate of return on util- quired to prevent a sharp and rapid 
ity property should probably be revised decline in the ability of that industry 
upward. to raise the capital it needs. 





Weakness of Planned Economy 


66 9T is private Capitalism which has raised a young, poor na- 

I tion (the United States) to be the richest nation on earth, 
and it is only free enterprise which can release the latent en- 
ergies of any nation, no matter how poor, to develop its re- 
sources and its man power to the fullest extent. 

“The tragic situation in practically every Socialist and Com- 
munist country in the world definitely refutes the unproved 
theory that Socialism is efficient. In every one of these countries 
—Britain, France, Czechoslovakia, etc.—is confusion and lack 
of production accompanied by a growing lassitude on the part 
of the workers and managers alike. Black markets are rampant. 

“Another reason for the miserable showing of planned econ- 
omies is that every decision by the national planners becomes a 
national calamity tf it is wrong. Under a free enterprise system, 
when producers make bad judgments they suffer a loss or 
go broke. Under a controlled system, bad judgment is forced 
upon all producers with disastrous results to the whole 
economy. 

“The charge that Socialism is efficient and free enterprise 
wasteful is essentially curious in the light of recent history. It 
was not a Socialist or Communist system that became the 
‘arsenal of democracy’ and brought Hitler down. It was the 
United States under private Capitalism, And it is the United 
States under private Capitalism which is spending billions in 
American production to shore up the tottering Socialist coun- 
tries of Europe while they, in turn, express displeasure at our 
system and doubt as to its soundness and endurance. Here is 
irony with a vengeance! 

“No country—not even the United States—is rich enough to 
survive the inefficiency and wastefulness of Socialism, which is 
an intellectual dream that must be paid for by the sweat of 
everyone who works. Private Capitalism, on the other hand, has 
proved itself efficient. It has increased the real earnings of every 
worker more than fourfold in less than ninety years in this 
country—despite the decrease in working hours from nearly 
seventy to forty hours per week. In addition, it has preserved 
the liberty of the individual. These are facts which no amount 
of theorizing can refute.” 

—LAWRENCE FERTIG, 
Columnist, New York World Telegram. 
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Washington Utility Outlook 
For 1948 


Analysis of the possible consequences of new develop- 
ments in Congress and Federal agencies respecting 
various utility industries during the New Year. 


By FRANCIS X. WELCH * 


HE late Senator “Cotton Ed” 
Smith of South Carolina used to 


tell the story about a very earn- 
est young man, going into politics, who 
made his maiden speech in a rather 
hard-boiled election district which for 
years had been pretty well controlled 
by the local political machine. Coura- 
geously he decided to make an issue of 
the honest ballot. The day after his 
speech, a friend asked him what he had 
told his audience. 

“I told them,” he said emphatically, 
“that I had never in my life paid for a 
vote, and never in my life intended to 
do so.” 

“That sounds like great stuff,” re- 
plied the friend. “How did they take 
it?” 

The young man looked puzzled. He 
said, “I am not sure. A few cheered, 
but the rest seemed to lose interest.” 

It is easy to laugh at such jokes 


* ey editor, eu Urtmttes Fort- 
NIGHTLY, Washington, D. 
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about an openly venal electorate. But 
actually, and in a much broader sense, 
experienced politicians realize that 
every group of voters has its special 
interests. And, if it is not practical to 
make promises directly appealing to 
such special interests, it is generally 
politically wise to refrain from of- 
fending them—at least during the cam- 
paign season. 


HIs is not to suggest, in the slight- 

est degree, that the great mass of 
voters at the polls of the United States 
are not “dollar honest.” On the con- 
trary and without question, the most 
honest and free electorate in the world 
today is in this country. But the prac- 
tical fact remains that during an elec- 
tion year our Congressmen and others 
who are required to submit their for- 
tunes to the verdict at the polls are 
likely to be less forthright, less deci- 
sive, and more inclined to put things 
off than during other years when there 
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is no compaign in the offing. This is 
especially true during a presidential 
election year when the fate of both 
major parties, for four years at least, 
and perhaps more, lies in the balance 
of a single day’s ballotting in early 
November. 

The New Year of 1948 is not likely 
to prove any exception to this general 
observation on the conduct of Con- 
gressmen on the eve of a national elec- 
tion. If anything, the likelihood of a 
close political contest, complicated by 
foreign crises, domestic inflation, a 
third party threat, and the passing 
from the scene of a pair of the most 
powerful coat tails in political history, 
seems destined to make all of our 
political figures in Washington, during 
1948, act most circumspectly. 

This is another way of saying that 
the regular session of Congress may 
prove more industrious in promoting 
issues than in settling them, one way 
or the other. It will not pass any more 
major controversial legislation than is 
absolutely necessary to keep the gov- 
ernment running and uphold the hands 
of our foreign policy makers on a bi- 
partisan basis. 

Getting down to cases, on public 
utility regulation, either pending or 
likely to be introduced in Congress, this 
do-nothing-to-make-anybody-sore at- 
mosphere is likely to have the follow- 
ing general results : 


No new major public power proj- 
ects will be authorized by Congress in 
1948, 

Existing public power projects will 
be given sufficient funds to keep con- 
struction and operation going along in 
good style for the incidental approval 
of the voters in local areas affected. 

No new major regulatory legislation 
affecting public utilities is going to be 
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enacted, although there certainly will 
be a lot of fuss and feathers about a 
variety of measures in this category. 

Public power projects will be saved 
by the Democrats for a campaign is- 
sue and President Truman will make 
an heroic effort to keep the issue alive. 
But it won’t make much of a splash in 
competition with a lot of other more 
exciting things happening during the 
election year circus, Conservation of 
natural resources with some sharp 
political overtones will get a lot of at- 
tention, with resulting impact not only 
on the electric utility industry but 
natural gas and water supply, And, of 
course, there is always the atom to pep 
up the discussion. 

Congress is not going to succeed in 
stopping inflation in 1948 through any 
such modest control measures as the 
Republican Congress approved during 
the special session last month. Neither 
will the administration stop it with its 
ominous talk about emergency. Nor 
will the labor leaders with their talk 
of a third round of wage boosts. But a 
dose of mild recession, which could 
set in during the summer months, 
creating some unemployment, might 
produce some such result the hard way 
—with political consequences not now 
discernible. The trend in utility rates 
will continue generally up. 


S° much in a general way, as to what 
Congress might do or might not 
do in 1948 directly or indirectly affect- 
ing the utility industries. Before going 
into a more detailed discussion, for 
further enlightenment as to this list of 
prognostications, it might be well to 
give some attention to the background 
of the Washington picture as we enter 
the year 1948—legislative, administra- 
tive, and regulatory (quasi judicial). 

Offhand, this writer is unable to re- 
call a single New Year season when the 
coming events were so beclouded with 
uncertainty. This is not by way of alibi. 
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RESULTS OF 


1947 





Special Federal labor legislation affect- 


l. ing public utilities will be passed by Con- 
gress, looking toward, if not actually setting up, 
compulsory arbitration of public utility strikes. 


2 A more sympathetic attitude toward 

* natural gas will be noticed in Congress. 
The Federal Power Commission will notice 
it and submit a mild report on its recent spe- 
cial investigation. 


3 Counterproposals to restrict FPC juris- 
* diction not only as to natural gas but 
also state commission activities will be intro- 
duced and favorably received in Congress. 
Final approval may not come in 1947. 
4 Interior’s, Reclamation’s, Bonneville’s, 
* and other public power plans will get 
cut deeply as the result of economy sentiments 
in Congress; operating restrictions will also be 
added. Even the Rural Electrification Admin- 
istration will get its budget nipped. 


No new public power projects will be 

* authorized, although the St. Lawrence 

project will get a brisk revival. Various “au- 

thority” bills are dead. Proposals looking to- 

ward Federal activity in gas, telephone, or tele- 
graph fields have no chance. 


6 There will be congressional investiga- 

* tion of tax exemptions involving codp- 
eratives and other similar tax inequities. But 
actual tax repeal in 1947 is likely to be con- 
fined to telephone and telegraph excise taxes. 


a 


Regulatory investigation of the Fed- 
eral Communications Commission is a 
fair probability in the House; but actual 
amendment of the Federal Communications 
Act does not appear in the cards for 1947, un- 
less it be in the form of an anti-Petrillo labor 
amendment. 


8 Utility rates throughout the states will 

* start up in 1947 unless the present in- 
flationary trend dies down. Congress will not 
interfere. 


PROPHECY 


Roughly, seven out of the following eight predictions 
by Mr. Welch one year ago occurred as forecast. 


RIGHT 
This was the Taft-Hartley Act 
with its special provision affecting 
utilities and other national industry 


strikes. 
RIGHT 


The FPC report is still incom- 
plete but the staff sections so far 
have been mild enough. 


RIGHT 


Rizley and Miller bills—stalled 
until ’48, 


RIGHT 


FExen REA was “nipped” $25,- 
000,000 below budget. 


RIGHT 


In every detail. 


PARTIAL 


The excises were not cut. 


PARTIAL 


The investigation is still pending 
as well as the amended act. 


RIGHT 


The Author's 1948 Predictions Will Be Found on Page 19 
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It is a fact that there are more im- 
ponderables on the scene today than 
even during the war years. During the 
war years, we could be pretty sure of a 
disciplined home front, although mili- 
tary fortunes might be a matter of con- 
jecture. But, today, we have a rapidly 
shifting economic and political situa- 
tion at home, as well as abroad, which, 
of course, always complicates the task 
of the prognosticator, 

For example, take the St. Lawrence 
seaway-power project. Just a few 
weeks ago the outlook for this peren- 
nial and controversial proposal seemed 
to be especially good—the best in more 
than a decade. The Democratic admin- 
istration is committed to it as a New 
Deal heritage, and an increasing num- 
ber of Republicans in and out of Con- 
gress are smiling upon it, because the 
seaway benefits would largely flow to 
the heart of Republican territory in 
this country—the Great Lakes and 
middle western states. 

Further the Senate Foreign Rela- 
tions Committee voted approval of the 
project before the 1947 regular session 
of Congress ended. The whole setup 
looked like a fast 1948 getaway for the 
St. Lawrence. Then came a figurative 
bombshell from an unexpected quarter. 
The governor of Panama, General Me- 
haffey, an Army Engineer, presented 
a report to President Truman which 
the President sent to Congress. It had 
nothing to do with the St. Lawrence 
and did not even mention the St. Law- 
rence. 

It simply urged, as a matter of 
military security, that the Panama 
canal be reconstructed as a sea level 
canal at the estimated cost of two and 
one-half billion dollars. Such a change, 
he said, was necessary to protect the 
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canal in any degree from the atom 
bomb. 

More than that, the report indicated 
that some changes will be necessary to 
protect the canal against any sort of 
bomb. The report indicated that the 
present lock-type canal at Panama is 
virtually obsolete from the standpoint 
of defense. The present canal was so 
vulnerable during the last war, it was 
pointed out, that the only reason it was 
not seriously damaged was the fact 
that it was not seriously attacked. 
Moreover, the canal’s peacetime busi- 
ness is growing so rapidly that some- 
thing will have to be done about it any- 
how, before 1960, or it will simply fail 
to handle the traffic. 


S° much for the Mehaffey report 
which may or may not receive at- 
tention at this session of Congress, in 
the form of new legislation, But the 
unexpected effect of the shadow thus 
cast on all “lock-type” canals was to 
throw the chances of the St. Lawrence 
seaway into at least a partial eclipse. 
Senator Aiken (Republican, Vermont) 
felt it necessary to make a spirited de- 
fense of the St. Lawrence proposal, in 
which, at the same time, he had to 
dodge two horns of a dilemma: (1) 
Either the St. Lawrence seaway is of 
vital importance to our defense and 
should therefore not have obsolete fea- 
tures of vulnerability, or (2) it is not 
so important to our national defense, 
in which case we had better spend our 
available public money on something 
that is more urgent along that line, 
The upshot of this discussion, gen- 
erally lost in the more sensational 
foreign and domestic news of the past 
weeks, was that the St. Lawrence is 
not a sure thing at the 1948 session, by 
JAN. 1, 1948 
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any means. The Congress is going to 
study it a lot more carefully before ap- 
propriating the authority for the 
amounts involved. The railroad, labor, 
and other interests are going to make 
the most of this new-found argument. 


dpe is simply one example of how 
quickly things can change in the 
present plastic state of affairs in the 
nation’s capital. Let us take another 
example, this time in the regulatory 
field. 

The Federal Communications 
Commission seemed to be sailing a 
pretty even course just a few months 
ago. Gales of turmoil which had 
characterized the earlier years of that 
agency had calmed down, thanks to a 
combination of career appointments by 
President Truman and the steadying 
influence of its young ex-chairman, 
Charles R. Denny. The perennial de- 
mands for an investigation of the FCC 
and a rewriting of the Communica- 
tions Act were introduced as usual in 
1947, but with less-than-average steam 
behind them. Then, almost overnight, 
a series of developments began to rock 
the boat. 

First of all, Denny resigned to take 
a position in private industry. Next, 
President Truman threatened to ap- 
point an arch New Dealer, Wayne Coy, 
to succeed Denny, which started up the 
partisan Republican bloc in full cry 
under GOP National Chairman 


Reece. Truman had scarcely placed 
that issue on ice by deferring any ap- 
pointment until 1948 when something 
else happened. Commissioner Durr 
picked the period during which Con- 
gress was having its differences with 
Hollywood over the so-called subver- 
sive Red activities to make a few sug- 
gestions about the Federal Bureau of 
Investigation sending “unsolicited” 
data (along these lines) to the FCC. 
The FBI threw the ball right back to 
the FCC by refusing to send any more 
data unless Durr’s statement was re- 
pudiated. This blew up a fresh gale 
within the FCC, the result of which 
seemed to be that Durr’s statement 
was repudiated. Acting Chairman 
Walker virtually apologized to the 
FBI and asked it to continue the FCC 
on its mailing list for anti-Red and 
other subversive information. But this 
time the gale had reached Capitol Hill. 
Senator Capehart, leader of the GOP 
partisan bloc in the Senate, renewed 
the demand for an investigation of the 
FCC. 

What all this will amount to in 1948 
is hard to say. Senator White (Re- 
publican, Maine), majority leader of 
the Senate, is going to press for a bill 
to rewrite the Communications Act 
and unless the scenery changes around 
the FCC pretty soon the Capehart 
faction may well blow it into a full- 
scale investigation. Again the fickle 
winds of an election year have caused 
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trious in promoting issues than in settling them, one way or 


q “... the regular session of Congress may prove more indus- 


the other. It will not pass any more major controversial leg- 
islation than is absolutely necessary to keep the government 
running and uphold the hands of our foreign policy makers 


on a bipartisan basis.” 
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Predictions of Events for 1948 
(Here is a summary of the things likely to occur in Washington of special 
concern to the public utility industry.) 
Utility rates will continue up. 
No new public power projects will be authorized in 1948. 
. Existing public power agencies will be well provided for. 
No major regulatory laws in 1948. 
Natural gas will get special attention but no legislation in 1948. 
. Utilities will get the political spotlight in the 1948 campaign. 
. Taxes will be reduced on excise items and for personal income, but not very 
much on corporation income generally. 
. Price controls and rationing will be an issue if not an accomplished fact 


during 1948. 
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minimum wage standard. 


= 
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No substantial labor legislation during 1948, except, perhaps, an increased 


The FPC will continue to allocate natural gas in short supply. 





a sudden change in a stabilized situa- 
tion. 


S° if the reader will bear in mind this 
changeable atmosphere, he may 
read with more understanding the fol- 
lowing ten predictions of things to 
come in 1948, of special interest to the 
utilities : 


Utility rates will continue up. 

e Already telephone rates are in 
full flight, transit rates are well started, 
and gas rate petitions have picked up 
momentum. Electric rates, last to halt 
their steadily downward curve over the 
past two decades, have struck bottom 
and are showing signs of following the 
pattern of other utilities. Increased 
operating expenses during the year 
1948 make it inescapable that many 
electric utility companies follow suit. 
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The New Year will be marked by nu- 
merous rate cases and local rate contro- 
versies. Experiments and short cuts, 
such as recently attempted by the Wis- 
consin commission in the so-called 
“City of Two Rivers Case,’”* may de- 
velop as the regulatory commissions 
find themselves caught between the 
economic pressure of increased rate 
petitions and the political resistance of 
the public toward paying higher prices 
for anything. 


2 No new public power projects will 
e be authorized in 1948. St. Law- 


1This was the decision of the Wisconsin 
commission in City of Two Rivers v. Com- 
monwealth Telephone Co. 70 PUR NS 5, in 
which the commission dispensed with the 
formality of finding a rate base or even a rate 
of return in justifying a formal rate reduction. 
The commission’s order was reversed in the 
lower state court and further appeal was ex- 

pected. 
JAN. 1, 1948 
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rence seaway proposal stands the best 
chance. But in the light of what already 
has been stated, this writer is now in- 
clined to give it slightly less than a 
50-50 chance of winning final enact- 
ment at the regular session of Con- 
gress.There will be much support and 
argument in favor of this project and 
the outcome may well be pretty close. 
But a forecast has to go one way or the 
other. So here’s guessing that the St. 
Lawrence will stay on the shelf at least 
another year. 

Other proposed new projects are 
easier to dismiss. The so-called Mis- 
souri Valley Authority will be revived 
for election campaign purposes. But 
the Army Engineers and the Interior 
Department are moving ahead so 
rapidly on development of the Mis- 
souri under the so-called Pick-Sloan 
plan that the MVA seems destined 
soon to become practically a moot 
question. If so, then the same can be 
said, a fortiori, about the other eight 
or nine regional valley authority pro- 
posals to develop river basins accord- 
ing to the plan of the Tennessee Valley 
Authority. The armed forces are like- 
ly to emerge as the principal blockade 
against the extension of civilian con- 
trol and authority over our rivers, 4 la 
TVA, or in any other form. 


3 Existing public power agencies will 
e be well provided for. The Rural 
Electrification Administration, in par- 
ticular, is likely to get about as much 
money for the next (1949) fiscal year 
as it did during the current fiscal year 
—that was $225,000,000 in lending 
authority. .REA also may have to take 
a few curbs on its operating policies 
for which it is already preparing a 
counterattack in the form of blaming 
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the private power industry for local 
shortages in power supply. But REA 
is politically popular with the Republi- 
cans as well as the Democrats, because 
it has attracted a favorable farm vote 
following. In other words, REA may 
be criticized and even disciplined, but 
it is not going to be shortchanged very 
much. 

The Interior Department may be in 
for even more of a wigging, because 
its Reclamation Bureau officials have 
been cutting some corners on project 
spending in such a way as to put some 
local Republicans on the spot. There 
have been accusations on one hand 
that Reclamation has violated the Anti- 
Deficiency Act by spending at a greater 
rate than its appropriations allow, and, 
on the other hand, that the bureau has 
juggled its spending in such a way as 
to force curtailment of construction ac- 
tivities which Congress would not have 
permitted if it had had full informa- 
tion. 

These charges may seem inconsist- 
ent; but they add up to a somewhat 
partisan argument that Reclamation 
has deliberately aggravated the situa- 
tion so as to put local pressure on Con- 
gress. True or otherwise, Reclamation 
and Interior officials may be given some 
stiff lectures and may even have to un- 
dergo a turnover in top-level person- 
nel. But the cuts in the appropriation 
will not be too severe—they may not 
be even as severe as they were last year. 
The GOP leadership in Congress is 
just as anxious for western votes as 
the Democrats are. Reclamation spend- 
ing is looked upon as an accepted effort 
in that direction. 


4 No major regulatory laws in 1948. 
e The Miller bills to amend the Fed- 
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eral Power Act and the Rizley Bill to 
amend the Natural Gas Act will all get 
their day in Congress. Both of these 
affect the jurisdiction of the Federal 
Power Commission. The Rizley Bill 
already has passed the House. But the 
threat of a presidential veto and the 
chances of improving Democratic em- 
phasis on a utility campaign issue will 
not make the Republicans too anxious 
to make a last ditch fight for such meas- 
ures. Chances would seem to favor 
their being held over for another term 
of Congress. The same may be said of 
the White Bill for substantial revision 
of the FCC. 


Natural gas will get special atten- 
e tion but no legislation in 1948. 
The FPC is having its own problems 
trying to get together a final report on 
the special investigation into natural 
gas. When it does it will make certain 
recommendations for legislative action 
by Congress. Congress will politely re- 
ceive them, if it is still in session at the 
time such recommendations are made. 
They stand little chance of being acted 
upon in 1948. 


6 Utilities will get the political spot- 
e light in the 1948 campaign. A\l- 
ready President Truman has sounded 
the note of public power in his dedica- 
tion speech of a national park reserve 
at the Everglades in Florida on Decem- 
ber 6th. Political observers generally 
expect that President Truman will 
have to take a strong line on pub- 
lic power policy and that may mean 
rapping the utilities periodically in the 
best tradition of the late President 
Roosevelt. He will have plenty of sup- 
port from such administration follow- 
ers as FPC Commissioner Olds, who 


already has gone out lock, stock, and 
barrel in favor of making public power 
a major issue in the Democratic cam- 
paign. 

The fight being waged between the 
two parties over the FCC likewise 
shows that that regulatory body occu- 
pies a strategic position during a cam- 
paign year—with its invisible control 
over radio broadcasting, television, 
and so forth. 

REA Administrator Wickard and 
other REA officials will gladly beat 
tom-toms on the antiutility issue, and 
already have started to do so, blaming 
short power capacity on private utility 
“shortsightedness.” 

The whole Democratic idea seems 
to be to keep the left-wing or 
socialistic crowd from being tempted 
by any third party notions which 
Henry Wallace might advocate. This 
theory assumes that conservative 
votes will go to the Republicans any- 
how, and that Truman’s best hope 
is to keep the left-wing support 
solid within the party. Lambasting 
public utility industries seems to be one 
of the accepted instruments to be 
played in any such chorus. Whether 
such a campaign issue will actually 
register is something else again. Even 
the late President Roosevelt made little 
or no use of the utility issue in his 1944 
campaign, although he certainly used 
it emphatically enough in previous 
campaigns. 

However, it may be that the voters 
next fall will be far more interested in 
foreign affairs and domestic economic 
problems such as shortages, price con- 
trols, taxes, and so forth. What is said 
here is simply an attempt at forward- 
looking reporting of what the Demo- 
cratic plans seem to be for 1948. 
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Taxes will be reduced on excise 

e items and for personal income, 
but not very much on corporation in- 
come generally. With all the agitation 
in the fall of 1947 over the unfairness 
of tax exemption for cooperatives, in- 
cluding REA codperatives, it is not 
likely that any corrective steps will be 
taken to tax the co-ops in an election 
year. Nor will corporation taxes be re- 
duced or adjusted to minimize any al- 
leged “unfairness.” 

But certain excises such as the high 
tax on monthly telephone bills, long- 
distance calls, telegraph messages, elec- 
tric power sales, and railroad and bus 
passenger fares will be curtailed if not 
eliminated in some cases. This will fit 
into the broader pattern of relieving 
some of the burden of high personal 
income taxes. The latter also are likely 
to be adjusted downward in all 
brackets. Relief may not be as much 
as a good many of us would like. But 
it seems hard to believe that Congress 
would overlook a chance of doing 
something popular like this when the 
votes have to be counted next Novem- 
ber. 


Price controls and rationing will 

e be an issue if not an accomplished 
fact during 1948. These may not take 
the drastic forms of wartime restric- 
tions such as those administered by the 
now defunct OPA and WPB. But if 
the pressure of inflation continues it is 
difficult to see how the modest controls 
recently approved by the special session 
of Congress will be found sufficient. 
The entire subject seems destined to 
develop into a hot campaign issue, with 
both parties jockeying for position. 
But the inflationary spiral may not 
wait for election day. Action may well 
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prove necessary before that time. 
In any such event, public utilities 
seem assured of enjoying exemption 
from Federal price fixing just as they 
did under the OPA, because of their 
normally regulated status. In fact, a 
revival of something like the WPB 
might even be of considerable assist- 
ance to the utilities by giving them a 
better chance for short supplies and ma- 
terials to carry on needed expansion 
and rehabilitation of operating plant. 


9 No substantial labor legislation 
e during 1948, except, perhaps, an 
increased minimum wage standard. 
Labor will argue hotly for changes in 
the Taft-Hartley Act. So will those 
who want to put more teeth in it, such 
as a more stringent antiutility strike 
clause, stimulated by the current labor 
trouble in the telegraph industry. But 
this will be mostly talk, not action, until 
after the votes are counted. 


l The FPC will continue to alio- 

¢ cate natural gas in short sup- 
ply. Although the “emergency”’ situa- 
tion already has continued through two 
heating seasons, the unprecedented 
pipe-line expansion program will not 
move along fast enough nor far 
enough to avoid the FPC once more as- 
suming the role of umpire in deciding 
who shall get gas and how much and 
where during the heating season of 
1948-49. This “emergency” power is 
beginning to show just a faint sign of 
growing into a normal situation, over- 
shadowing the contractual relation- 
ship between the natural gas pipe-line 
industry and its utility distributors. 
The controversial “end use” angle is 
peeping out from under the “emer- 
gency” cover. 
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The Battle over Water 
In the West 


One of the bitterest controversies that has ever developed between two 

western states is that which concerns the control of the waters of the 

Colorado river system. Stemming from this basic struggle over the 

supply for one utility service—namely, water—is the supplementary 

problem of allocating rights for incidental hydroelectric development. 

Overshadowing the whole controversy may well be the relative future 
prosperity of California and Arizona. 


BY ALFRED M. COOPER* 


service of all is water supply. 
Even before the Sons of Jacob 
quarreled with the Moabites over wa- 
ter rights in the plains of Palestine, the 
ancient civilizations of Egypt and 
China had learned the art of diverting 
fresh water from streams and river 
beds through open sluiceways and 
primitive piping and aqueducts into 
homes and reservoirs for human use. 
Today, the problem of water supply 
has lost none of its primary importance. 
Among our western states, irriga- 
tion and its engineering twin, reclama- 
tion, are but modern extensions of this 
age-old problem. Not only has the 
supply of water become of vital im- 


Pree « the oldest public utility 


*For personal note, see “Pages with the 
Editors.” 


portance to the rapidly expanding 
areas of the West, but the more recent 
and equally important by-product of 
hydroelectric development is a compli- 
cation which has emerged, more or 
less, during the present generation. 
The fortunes of our western states 
have come to depend on these two 
basic public utility services—water and 
power supply. 

As between California and Arizona, 
where the issue has become especially 
acute, efforts to settle the dispute by 
arbitration run back for many years. 
Yet the feeling is so strong and the 
stakes are so great that each attempted 
conciliation seems to leave the con- 
ferees further apart than ever. Un- 
doubtedly the final showdown will 
have to take place in the highest tri- 
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bunal of the land, the U. S. Supreme 
Court. The necessity for such an 
exalted forum of decision seems to be 
required by the very nature of the 
controversy, involving as it does the 
interpretation of so many legal doc- 
trines, theories, public documents, and 
legislative enactments. 


B” it is easy also to lose oneself in 
this forest of controversy unless 
the over-all truth is kept continuously 
in mind. This is the blunt and simple 
fact: There just is not enough water 
in the Colorado river system to meet 
all the present and future demands 
upon it. Somebody is going to have to 
go short, no matter how carefully the 
final division is made; no matter how 
devoted the judges may be to abstract 
principles of justice; and no matter 
how earnest their efforts to arrive at 
equity for all concerned. 

It may be a little difficult, especially 
for easterners residing in the Atlantic 
coastal states of plentiful rainfall, to 
comprehend the high degree of parti- 
sanship which has attended these 
periodical outbreaks of western con- 
troversy over the general issue of wa- 
ter supply and incidental development 
rights. But if one approaches the 
matter from the background of the 
western point of view, he may actually 
express some wonder that there has 
been no bloodshed between citizens of 
the rival states during the quarter- 
century the controversy has continued 
to develop. 

The reader may recall an incident 
a few years back when Arizona’s 
“navy,” consisting of a small craft 
mounting machine guns, attempted to 
enforce her demands on California 
from the middle of the Colorado river. 
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This may have impressed the eastern 
or middle western reader as a more or 
less minor, if not comic, gesture, com- 
parable with the recent “ultimatum” 
which the city of Newark, New Jersey, 
served on the U. S. Navy regarding 
the junking of the battleship New 
Mexico. But the Colorado river con- 
troversy is no joke to westerners. The 
feeling of the two states on this ques- 
tion is higher today than it was when 
the Arizona “navy” fared forth on the 
Colorado. What, then, is the shooting 
—or near shooting—all about ? Here is 
a quick fill in on the background : 


ig 1901 one of the most successful 
irrigation projects ever completed 
in the West was built with private 
funds. The California Development 
Corporation obtained an appropriation 
of 10,007 feet of Colorado river water 
to irrigate 523,000 acres of desert land. 
Thus was created the Imperial Valley 
Development, with its main irrigation 
canal located within the territory of 
Mexico — for reasons peculiar to the 
local terrain. The project was expand- 
ed in 1911 when it became the Imperial 
Irrigation District. Its area has since 
been increased to 875,000 acres. In 
1919, a project was initiated to develop 
a canal to supply Imperial valley, 
Coachella valley, and other reclama- 
tion districts in California with Colo- 
rado river water ; this canal to be built 
wholly within the territory of the 
United States. This was the inception 
of the great Boulder canyon project, 
the building of Hoover dam, and of 
the present-day All-American canal. 
Before Hoover dam was built a 
compact was drawn up, at the instiga- 
tion of the Department of the Interior, 
among the seven states that border 
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Importance of Hydroelectric Development 


“n* only has the supply of water become of vital importance to the 

rapidly expanding areas of the West, but the more recent and 

equally important by-product of hydroelectric development is a compli- 

cation which has emerged, more or less, during the present generation. 

The fortunes of our western states have come to depend on these two basic 
public utility services—wwater and power supply.” 





upon the Colorado river and its tribu- 
taries. In this compact a rough divi- 
sion of Colorado river water was 
agreed upon, in which the so-called 
“Upper Basin” states were to receive 
7,500,000 acre-feet of water, and the 
“Lower Basin” states were to receive 
a like amount plus an additional mil- 
lion acre-feet annually. 

The Upper Basin states are Colo- 
rado, Wyoming, Utah, and New Mex- 
ico. The Lower Basin states are Cali- 
fornia, Arizona, and Nevada. (Ac- 
tually, small portions of Utah and New 
Mexico are included in the Lower 
Basin division.) The dividing line 
between the basins was to be at Lee’s 
Ferry, and the Upper Basin states 
guaranteed that a minimum of 7,500,- 
000 acre-feet of water would, in any 
year, pass below that point in the river. 

To date there has been no mis- 
understanding between the Upper 


Basin states as a group and the Lower 
Basin states. The controversy be- 
tween California and Arizona centers 
around the apportionment of that mil- 
lion acre-feet of additional water 
which accrues to the Lower Basin 
states each year. And even here 
Nevada, the third Lower Basin state, 
has never entered into the controversy, 
having expressed herself as_ being 
satisfied with her allotment of Colo- 
rado river water. Nevertheless, Ne- 
vada, like any innocent bystander, has 
suffered from this battle between her 
neighboring states, and has done what 
she could to bring about a peaceable 
termination of the controversy be- 
tween Arizona and California. Much 
long-range planning and construction 
of water and power projects has been 
complicated if not actually held up by 
this interminable controversy between 
the two delta states. 
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The legislatures of six of the seven 
interested states ratified the Colorado 
River Compact in the early Nineteen 
Twenties, Arizona refused to ratify un- 
til 1944, when it became evident that 
she would lose all rights to Colorado 
river water if she did not do so. 

In the meantime, California went 
ahead with the organization of its 
Metropolitan Water District of south- 
ern California, through which the citi- 
zens of this area expended $500,000,- 
000 to build the Metropolitan water 
aqueduct to carry Colorado river water 
to the coastal areas of southern Cali- 
fornia. This project was carried 
through without Federal aid, and was 
based upon the conception of appor- 
tionment of the aforementioned “sur- 
plus” water as outlined in the Colorado 
River Compact. 

This surplus exists because the aver- 
age annual flow of the Colorado, in the 
years between 1897 and 1943, was 
more than 19,000,000 acre-feet, 
whereas the basic apportionment of 
this water between the Upper and 
Lower basins was computed on a divi- 
sion of 15,000,000 acre-feet, the ap- 
proximate minimum annual average 
flow in any 10-year period since rec- 
ords have been kept. The compact also 
stipulated that any water ceded in the 
future by treaty to Mexico from the 
Colorado river should come out of this 
surplus water. 

The treaty with Mexico, recently 
ratified, allots 1,500,000 acre-feet of 
Colorado river water annually to our 
neighboring republic, of which amount 
she is using 1,000,000 acre-feet. 


Fr the years between 1930 and 1934, 
contracts were executed under the 
terms of the Boulder Canyon Project 
JAN. 1, 1948 


Act between the Secretary of the In- 
terior and the several southern Cali- 
fornia agencies concerned, for storage 
and delivery of Lake Mead water. In 
1931, these California agencies drew 
up an agreement to apportion Califor- 
nia’s share of Colorado river water 
among themselves on a priority basis. 
In this agreement the division was to 
be made as outlined on page 27, in or- 
der of priority. 

The important thing to note, in con- 
nection with this priority agreement, 
is that the agricultural areas have first 
call on Colorado river water in south- 
ern California, and any sharp reduc- 
tion in the water apportioned to Cali- 
fornia would most deeply affect the 
industrial cities of southern Califor- 
nia, including Los Angeles, San Diego, 
Long Beach, Santa Monica, Pasadena, 
and five others. And Arizona is deter- 
mined that California shall receive less 
than 4,000,000 acre-feet of Colorado 
river water—an amount that would 
force these cities to shut down most of 
their industries for lack of water. 

These cities are now using 1,212,- 
000 acre-feet of Colorado river water 
annually, and need much more water 
if they are to develop further as indus- 
trial centers. 


HEN Arizona ratified the com- 

pact in 1944, the Secretary of the 
Interior allocated to Arizona 2,800,000 
acre-feet of Colorado river water an- 
nually. However, Arizona already was 
utilizing all of the water in the Gila 
river system, which is a tributary of 
the Colorado and therefore considered 
by everyone concerned to be Colorado 
river water. The Gila river water used 
by Arizona amounts to 2,300,000 acre- 
feet annually. 
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One of the bones of contention be- 
tween California and Arizona lies in 
the fact that Arizona wants this Gila 
river water measured as that water 
which would actually reach the Colo- 
rado if no use were made of it in 
Arizona. Since evaporation and seep- 
age of such a desert river is enormous, 
there are 660,000 acre-feet of water 
annually involved in this single phase 
of the controversy. 

Arizona is developing by leaps and 
bounds into one of the great winter 
resort areas and agricultural states of 
the Union. Her continued growth in 
both of these phases is contingent upon 


Priority 
No. 


her acquisition of a lot more water 
from some source — and the only 
source available is the Colorado river 
system. 

California, having failed in her at- 
tempt to arbitrate the water contro- 
versy with Arizona, would like to have 
the matter settled by a decision of the 
U. S. Supreme Court. Arizona, ac- 
cording to James H. Howard, general 
counsel of the Metropolitan Water 
District of southern California, does 
not wish to leave this decision to any 
court of law, but is attempting to se- 
cure a settlement on a political basis. 

As proof of this contention, Howard 


7 


Agency and Description 


Annual Quantity 
In Acre-feet 


1, Palo Verde Irrigation District—104,500 acres 
in and adjoining existing district 


2. 
ceeding 25,000 acres 


. (a) Imperial Irrigation District and lands 
in Imperial and Coachella valleys to be 
served by All-American canal 


(b) Palo Verde Irrigation District—16,000 


acres of adjoining mesa 


Yuma project (California division) not ex- | 


+ 3,850,000 





. Metropolitan Water District, city of Los 
Angeles, and/or others on coastal plain .. 


. (a) Metropolitan Water District, city of 
Los Angeles, and/or others on coastal plain 


(b) City and/or county of San 


Diego 


. (a) Imperial Irrigation District and lands 
in Imperial and Coachella valleys to be 
served by All-American canal 


(b) Palo Verde Irrigation District—16,000 


acres of adjoining mesa 


5,362,000 


A seventh priority with respect to all remaining water available for 
use in California was apportioned for agricultural use in the Colorado 
river basin in California as shown on Map No. 23,000 of the Depart- 
ment of the Interior, Bureau of Reclamation. 

This agreement was executed by the seven agencies enumerated and 
has become known as the Seven-party Water Agreement. The schedule 
of priorities was included in each of the water contracts. 
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points to two recent bills introduced 
into Congress. One of these, the Gila- 
Wellton-Mohawk irrigation project, 
has been passed, and allocates an addi- 
tional 600,000 acre-feet of Colorado 
river water to Arizona. The second 
bill, authorizing the Central Arizona 
project, calls for diverting another 1,- 
200,000 acre-feet of Colorado river 
water to Arizona use. This bill is now 
in committee, and it has been indicated 
that it will be passed with a provision 
that any further water allocation to 
Arizona must be subject to a final set- 
tlement of the entire Colorado river 
water controversy now existing be- 
tween California and Arizona. 


_— now contends that Califor- 
nia’s apportionment of Colorado 
river water must allow for the exces- 
sive evaporation that takes place in 
Lake Mead, a contention which Cali- 
fornia vehemently denies. In_ this 
angle of the controversy there are at 
stake another 550,000 acre-feet per 
annum of California’s water supply. 

Since the Upper Basin’s share of 
Colorado river water remains constant 
at 7,500,000 acre-feet, while the 
Lower Basin states may divide up all 
surplus water from the river’s flow, 
the Lower Basin had, in 1947, 9,900,- 
000 acre-feet of water at its disposal. 
This figure allows for the deduction of 
Mexico’s allotment of water under the 
terms of the treaty. 

As compared with this total avail- 
able supply, the water requirements, 
on a consumptive use basis, of existing 
and authorized projects and recog- 
nized commitments in the Lower 
Basin, are estimated at about 10,130,- 
000 acre-feet of water annually, Thus 
there exists at this time an annual 
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deficit of 2,300,000 acre-feet of water 
in the Lower Basin. Actually, this 
deficit may be larger, since this com- 
putation assumes complete regulation 
of average flow throughout the Colo- 
rado river system, and this has not yet 
been demonstrated as possible. 

Nevertheless, it should be clear that 
any future authorizations for the use 
of Colorado river water must be made 
at the expense of existing commit- 
ments. 

California authorities contend that, 
if Arizona’s interpretation of the 
project act and the compact between 
the states should prevail, California 
agencies will be allotted but 3,900,000 
acre-feet of Colorado river water an- 
nually, which is 1,500,000 acre-feet 
less than existing operating require- 
ments. This allotment of water would 
only cover the first, second, and third 
priorities, as set forth in the preceding 
tabulation, and leave little or no water 
from this river for the ten industrial 
cities of southern California’s coastal 
plain. 


|. roca authorities have opposed 
any procedure for the settlement 
of these issues, including negotiation, 
arbitration, and litigation. They assert 
that the issues have all been deter- 
mined. 

Southern California authorities 
contend that the citizens who sub- 
scribed $500,000,000 for the construc- 
tion of the Metropolitan water aque- 
duct did so in the firm belief that the 
project act and the compact between 
the states assured California of a 
minimum of 5,400,000 acre-feet of 
Colorado river water annually. Cali- 
fornia officials are convinced that the 
only way to settle this controversy is 
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through litigation, and that the sooner 
this is done the better. 

In this connection it is interesting to 
note that Senator McCarran of Ne- 
vada, for himself and for Senators 
Malone of Nevada and Downey and 
Knowland of California, has intro- 
duced a resolution in the Senate 
authorizing and directing the Attorney 
General to interplead the states of the 
Lower Basin for the purpose of deter- 
mining the conflicting claims with re- 
spect to Colorado river water. Similar 
resolutions have been introduced in the 
House. Arizona will resist these 
measures as she is also resisting the 
authorization of litigation on this 
subject. 

The Colorado river is, literally, the 
last “water hole” for both California 
and Arizona. Upon the ultimate deci- 
sion of the U. S. Supreme Court in 
this matter will depend the future de- 
velopment of each of these states to 
their fullest potentialities. Both states 
must have much more water to care 
for rapidly increasing populations, ex- 
panding irrigation projects, and (in 
California) enormously augmented in- 
dustrial use of water. 

The Owens river water, which thirty 
years ago seemed so ample a supply for 
Los Angeles for generations to come, 
is now but a drop in the bucket. All 
of the water in northern California 
rivers is needed there for irrigation 
and for use in the cities of the Bay 
region. No rainmaker can increase 
California’s rainfall because clouds 
rarely form in its skies except during 
the rainy season. 

This leaves only the possibility that 
some workable method may one day be 
developed whereby millions of acre- 
feet of water from the Pacific ocean 


may economically be converted from 
sea water to water at least sufficiently 
fresh to be satisfactory for irrigation 
purposes. Experts all agree that such a 
wholesale system of water condensa- 
tion would be enormously costly. 


HERE is another phase of the 

problem concerning Colorado 
river water which may, in the not too 
distant future, conceivably over- 
shadow all legal or political aspects of 
the situation. I refer to the revenge 
which Mother Nature may be about to 
inflict on those who have tampered 
with her methods of retaining delicate 
balances in controlling great natural 
forces. 

For hundreds of centuries the 
Colorado river has been delivering an 
enormous load of silt to the Gulf of 
California. This silt has been de- 
posited in the form of a barrier which 
at one time reached a height of about 
28 feet. This silt barrier is all that 
separates the Gulf of California from 
Imperial valley, which lies well below 
sea level. 

So long as silt continued to come 
down the Colorado this barrier was 
built southward an appreciable distance 
each year. Now, however, practically 
no silt is carried down the Colorado. 
Nearly all of it is deposited behind the 
various dams man has thrown across 
the river. 

In the meantime, at the head of the 
Gulf of California there exists the 
greatest tidal bore in the Pacific ocean. 
The mean range of tide here is over 
21 feet; the maximum spring tides 
rise to 31.5 feet and, with strong winds 
from the right direction, these tides 
may reach 50 feet. These terrific tides, 
twice daily, are tearing into the silt 
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barrier at the mouth of the Colorado 
in the form of tidal waves. Each day 
the tide takes back with it into the 1,- 
100-foot-deep gulf a load of silt that 
cannot be replaced from the river. 
Only the fact that this tidal bore 
reaches its maximum height some time 
before the mouth of the Colorado river 
is reached, prevents it from surging 
over into Imperial and Coachella val- 
leys in California. 

At the same time it happens that the 
mouth of the Colorado is bisected by 
the great San Andreas Fault; and in 
the earthquake of May 10, 1940, this 
fault slipped 15 feet at this point. 
Fortunately for Imperial valley, this 
slip happened to be horizontal in direc- 
tion instead of vertical. 


a by rapid erosion, which is 
no longer counteracted by silt de- 
posit, or by earthquake, it would not 
be difficult for the waters of the Gulf 
of California to enter Imperial valley. 
Whatever steps are to be taken to pro- 
tect Imperial valley from a greater 
cataclysm than that which created Sal- 
ton Sink in 1904 obviously must be 
taken soon. It is also interesting to 
note that any engineering works proj- 
ected for this purpose must be built on 
Mexican soil, but with American dol- 
lars. Many who have studied this 
problem contend that, sooner or later, 
the United States must purchase Baja 


Lower California from Mexico and 
thereby obtain the western peninsula 
that matches that of Florida on our 
eastern seaboard. 

And, finally, there is the difference 
of opinion among experts as to 
whether any projected remedies ac- 
tually will be effective in forestalling a 
great catastrophe, now that the silt of 
the Colorado is no longer carried to 
its mouth. 

Whatever action is taken with refer- 
ence to Lower California, it is to be 
hoped that the entire controversy over 
the apportionment of Colorado river 
water between the states of Arizona 
and California may be quickly and 
permanently settled. 

As matters now stand, neither state 
can make definite commitments with 
reference to matters affecting her fu- 
ture growth and development with any 
confidence that her promises may be 
carried out. 

Arizona must have more water if 
she is to continue to grow as a great 
resort state. California, and particu- 
larly the coastal industrial cities of 
southern California, cannot continue 
her phenomenal development without 
more water. 

As I have said, whoever decides the 
issues at stake in this controversy must 
possess all of the wisdom of Solomon, 
and even then must expect to satisfy 
neither of the parties to the dispute. 





Can’t Blame Winnie for This One! 


I” a recent speech, former Fuel Minister Shinwell alluded 
with pride to the nationalization of coal, electricity, and gas 
a “trilogy.” But his enthusiasm was somewhat dampened by 


a 5 conanmuaes in the LoNDON TIMES who points out that the 
Oxford dictionary defines a trilogy as “a Set of three tragedies 
to be performed in immediate succession.” 
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Pensions in Public Utilities 


Public utilities generally have led the entire field of 

American industry in the establishment of pension 

systems for their employees. This trend is still con- 

tinuing and there is no reason to expect that it might 
be reversed. 


BY MARION HAMMETT* 


HE efforts of employers to pro- 
vide some security for over- 
aged employees is not a new 
problem by any means. It existed in 
one form or another long before in- 
dustry began to adopt specific pro- 
grams for dealing with it. While some 
of these pension plans date back more 
than fifty years—in the case of public 
utilities and railroads—old age was 
not regarded as a special problem until 
after the turn of the century. 

There are several reasons for this. 
In earlier periods the average life span 
was shorter, which meant that rela- 
tively fewer people lived long enough 
to reach old age—an age when they 
could not function as breadwinners. 
Moreover, the fact that our industries 
were largely organized on a handicraft 
basis seemed to facilitate the absorp- 
tion of older or handicapped workers. 

This was especially true of agricul- 
ture, which accounted for about half 


*Former economist, United States Bureau 
of Labor Statistics. 


the working population in 1875 and 
only 20 per cent by 1930. And, finally, 
the growth of large corporations em- 
ploying many thousands of workers 
over long periods of time served to ac- 
centuate the problems of over-age and 
disabled employees. 


BS Be paramount consideration be- 
hind any pension program is, of 
course, the need to remove or replace 
elderly persons who can no longer do 
an efficient day’s work. In some in- 
dustries—notably the railroads—pub- 
lic safety was involved. Other im- 
portant considerations included the de- 
sire to develop a stable personnel of 
well-trained and competent employees 
and the good will which could be ex- 
pected to result from a humane method 
of providing for aged or incapacitated 
workers. 

In these circumstances it is not sur- 
prising that the nation’s railroads or 
companies close to them were the first 
to set up formal programs for old-age 
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and disability pensions. Thus the first 
formal industrial pension system in 
America was set up by the Grand Trunk 
Railway of Canada in 1874. This 
pioneer plan was quite limited. It re- 
quired contributions from employees 
and applied only to the clerical and in- 
door staff who were thirty-seven years 
of age or younger at entry into the 
service. It was compulsory for all in 
this group who earned salaries of $400 
or more annually. 

By 1905 nearly half a million rail- 
road employees, representing over 35 
per cent of the average number em- 
ployed by operating roads in the United 
States, were covered by pension plans. 
In 1927 the figures were 1,414,477, or 
82.4 per cent. 


8 ys public utilities were the next 
important group of industries to 
come forward with definite pension 
plans for their workers. The first such 
plan was set up by the Consolidated 
Gas Company of New York in 1892. 
By 1929, according to Murray Lati- 
mer’s comprehensive study, /ndustrial 
Pension Systems, about 50 per cent of 
the employers of street and electric 
railway systems and the same propor- 
tion of light and power systems were 
under formal pension plans. 

Mr. Latimer estimates that 90 per 
cent of the workers in cable, telephone, 
and telegraph companies were covered 
by such plans. He adds this very in- 
teresting comment : 

Not over one-eighth of those in manu- 


facturing industries are covered (as of 
1929) ; formal pension schemes have as yet 


not touched the construction, motion pic-. 


ture, or automobile repair industries, and 
the coverage of mine and quarry workers 
and employees of chain stores, department 
stores, and hotels and restaurants, is 
negligible. 
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Before examining later trends for 
public utilities and other industries— 
especially since the enactment of social 
security legislation—it is worth while 
to trace the earlier history of pension 
plans in the utilities field. 

There were eleven plans—all non- 
contributory—set up by public utilities 
before 1911 and in effect in 1928-1929. 
Seven of these were programs apply- 
ing to street railways. The first of 
these schemes was begun in 1901 by 
the United Electric Railways Com- 
pany of Providence, R. I. Next came 
a plan launched in 1902 by the Metro- 
politan Street Railway of New York. 
The third was set up in 1903 by the 
Denver City Tramway Company. 

As might be expected, these plans 
were rather like those of the railroads, 
but from the beginning there was a 
definite tendency “to make them more 
liberal with respect to age at retire- 
ment, service qualifications, and rela- 
tion of pension allowance to custom- 
ary earnings.” 


= the period from 1911 through 
1915 a total of 22 noncontributory 
plans were established by public util- 
ity companies, including two for cable, 
telephone, and telegraph companies. 
As of 1929, the 2 latter plans covered 
more than 375,000 employees. 

During the next 5-year period, 
1916-1920, public utility companies set 
up 18 pension plans—3 of them apply- 
ing to employees of cable, telephone, 
and telegraph systems. 

From 1921 through 1925, 9 addi- 
tional plans were adopted, all of them 
covering employees of electric railways 
or light, heat, and power companies. 


1 Industrial Pension Systems, by Murray W. 
Latimer. 
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First Formal Industrial Pension System 


“| .. the first formal industrial pension system in America was set up by 

the Grand Trunk Railway of Canada in 1874. This pioneer plan was 

quite limited. It required contributions from employees and applied only 

to the clerical and indoor staff who were thirty-seven years of age or 

younger at entry into the service. It was compulsory for all in this group 
who earned salaries of $400 or more annually.” 





There was a further increase of 
pension plans from 1926 through 
1929 when utility companies were re- 
ported setting up pension plans—3 of 
these involved employees of electric 
railways, heat, and power companies. 
Thus in the period from 1874 through 
1929, there was a total of 64 noncon- 
tributory pension programs set up by 
public utility companies. Sixty of these 
concerns reported on the number of 
employees covered by such plans in 
1929. The total, 616,186, included 
more than 225,000 employed by elec- 
tric railways, light, heat, and power 
companies and nearly 441,000 em- 
ployed by cable, telephone, and tele- 
graph companies. 

It is interesting to compare these fig- 
ures with similar ones for industries 
outside the public utilities field. Mr. 
Latimer records a total of 243 plans 
for these other industries. This num- 
ber included 223 concerns which re- 
ported on the number of covered em- 


ployees in 1929 — the figure is just 
over 2,919,000. 

But more than half of this total— 
1,562,000 — is accounted for by pen- 
sion plans for railroad employees. Oth- 
er large groups of workers covered in 
1929 were found in iron and steel and 
their products, 391,000; chemicals and 
allied products, 240,000; machinery, 
not including transportation equip- 
ment, 246,000. 


HUS, noncontributory plans were 
of major importance in the pub- 
lic utilities scheme of things long be- 
fore the rapid growth of such plans 
began in 1940. While pension systems 
which required contributions from em- 
ployees were in existence, they ac- 
counted for less than 160,000 workers 
in 1929 out of some 3,500,000 work- 
ers who were reported to have been 
covered by noncontributory plans. 
What sort of protection were utility 
companies offering their older work- 
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ers under these pension plans? Neces- 
sarily, there was a good deal of varia- 
tion between plans. In general the 
noncontributory plans paid a sum 
based upon the employee’s earnings 
during a specified or calculated period 
and the length of time he was em- 
ployed by the company. The most 
common practice used the employee’s 
average earnings during his last ten 
years of service as a base for calculat- 
ing the pension — though after 1920 
there was a tendency to shorten the 
period to a 5-year average. 

There were also many variations in 
the size of the retirement benefits paid 
and no average figure can be given. A 
typical sum for plans set up before 
1911 would be in the neighborhood of 
$600 annually. Later programs were 
more liberal and a figure of $900 for 
the 1921-1925 period would probably 
be close to the median. With today’s 
wage and salary levels, the present-day 
median, in some instances, would be 
even higher. 


T is even more difficult to give any 
general picture of the eligibility 
rules for participation in a pension 
program. Age, length of service, and, 
in some companies, occupation were 
the chief determining factors. A large 
majority of the plans were open to all 
employees who met the age and length 
of service requirements. 

Among public utility companies the 
pension most frequently offered was 
on voluntary retirement at sixty-five 
years of age after fifteen to twenty- 
five years of service. Where the plan 
provided for compulsory retirement 
this was likely to be either at seventy 
years of age or at seventy years after 
twenty years of service. In those plans 
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which had incapacity retirement provi- 
sions the service qualifications general- 
ly ranged from ten to twenty years. 

And now what about recent trends 
in pension programs? It is well 
known that World War II ushered in 
a period of very rapid expansion, espe- 
cially in those fields where this type of 
protection was less common. This is 
well illustrated by a survey of 612 pen- 
sion plans carried out by Hugh 
O’Neill.? 

This study includes 57 programs 
covering employees of public utility 
companies. While there can be no di- 
rect comparison between this survey 
and the Latimer study, it is very sig- 
nificant that four-fifths of the 612 
plans were established between 1940 
and the middle of 1945. And almost 
90 per cent were set up following 
passage of the Social Security Act in 
1935. 

Though the O’Neill study does not 
indicate what percentage of the 57 
plans covering public utility companies 
were organized after 1935, there is no 
reason to suppose that this legislation 
hindered the adoption of such plans. 
Of course, the fact that many utilities 
already had pension programs would 
lead one to expect a slower rate of in- 
crease in this field. 


AS a matter of fact, taking the ex- 
perience of industry as a whole 
in the United States, the O’Neill study 
clearly indicates the advent of the so- 
cial security pension system helped 
rather than interfered with either the 
creation of new voluntary pension 
systems or the continuation or expan- 
sion of those already established before 


2 Modern Pension Plans, a Hugh O'Neill. 
Copyright 1947 by Prentiss-Hall, Inc. 
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935. This probably was the result of 
widespread discussion and publicity 
bout old-age security which attended 

e passage and enactment of the 
ederal statute. Employers and em- 
ployees alike, once acquainted with the 
basic requirements and benefits of the 

Social Security Act provisions, un- 
Houbtedly began to explore the possi- 
bility of additional and more special- 
zed coverage available under supple- 
entary voluntary pension setups, 

In any event, as already noted, four- 
fths of the 612 voluntary representa- 
ive plans selected by O’ Neill were cre- 

ated after the Social Security Act went 
nto effect, which is strongly persua- 
sive of the encouragement and stimu- 
us which the Federal statute gave to 
pension systems generally. 

As a previous article in this maga- 
rine pointed out, both pension and in- 
surance plans are much more prevalent 
among public utilities than in industry 
penerally. Data presented in a survey 
onducted by the U. S. Bureau of 

abor Statistics reveal some remark- 
able differences in the extent of pen- 
sion plans among utility plants in dif- 
ferent regions. 

While the BLS sample, taken in 
1945 and 1946, included only 130 elec- 
ric light and power companies, the fig- 
res are worth quoting. In New 
England, where 19 light and power 
ompanies were surveyed, 15 had re- 
irement pensions. Out of 18 plants in 
he Middle Atlantic region only a third 
eported having old-age pensions. The 


proportion was 4 in 10 for the South- 
east. Among 30 plants in the Great 
Lakes region, 9 provided retirement 
benefits for their workers. 

Six out of 15 plants in the Middle 
West had such programs. Only 1 of 
8 surveyed in the Southwest reported 
having a retirement plan, and none 
were so listed in the Pacific region 
where 7 plants reported. For the coun- 
try as a whole, including the Border 
and Mountain regions, 35 per cent of 
the electric light and power estab- 
lishments surveyed had provided re- 
tirement programs for their older 
workers. 


Gree predictions regarding fu- 
ture trends are not easy to make, 
especially in the field of public utilities. 
But we can recognize certain factors 
which point to the further extension 
of pension plans. One is the tendency 
for our population to become stabilized 
with a relatively high proportion of 
older people. 

Another is the obvious trend toward 
large-scale enterprises which makes 
more and more workers dependent 
upon employers who cannot treat their 
problems individually. And, finally, 
there is the well-recognized determina- 
tion on the part of many employers to 
reduce the economic hazards of their 
employees. 

Having pioneered in this field, there 
is no reason to suppose that utility 
companies will forfeit their leadership 
in the future. 





bad nrg ve delving into debatable grounds of economic policy, 
we feel impelled to point out that there is no magic fund in a 


ager utility out of which increased costs for labor or materials may 
paid.” 


—Opinion, Massachusetts Department of Public Utilities. 
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The Regulatory Battle 
Of Two Rivers 


An appraisal of the recent decision of the circuit 

court of Dane county, Wisconsin, which involved a 

somewhat revolutionary concept of the “new free- 

dom” of regulatory discretion to be exercised by 
state and Federal commissions. 


By ARNOLD HAINES* 


: \ J HEN the public service com- 

mission of Wisconsin on July 

31, 1947, handed down its 
decision in a somewhat obscure and 
relatively unimportant telephone rate 
case involving the little city of Two 
Rivers, Wisconsin, it actually fired a 
shot that was heard around the regula- 
tory world. This was reported in the 
name and style of City of Two Rivers 
v. Commonwealth Telephone Co. 70 
PUR NS 5. Its net result was merely 
to reduce local exchange rates by about 
$10,000 a year. 

But the principles involved in the 
commission’s opinion proved so por- 
tentous it was not long before gas, 
electric, Bell system telephone, transit, 
and other utility and regulatory inter- 
ests began combing the decision and 
the older decisions which it purported 
to interpret as the possible forerunner 





* Professional writer of business articles, 
Washington, D. C. 
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of the greatest landmark case in public 
utility regulation since Smyth v. Ames 
in 1898. It even bid fair to over- 
Shadow, so far as sweeping conse- 
quences were concerned, the celebrated 
decision of the U. S. Supreme Court 
in the Hope Natural Gas Company 
Case (1944). This is the case which 
the Two Rivers decision claimed as its 
principal foundation. Why was this 
commission decision so important? 
The following thumbnail sketch of its 
import explains why very readily: 
The commission held that under 
the ruling in the Hope Case it did not 
even have to go through the motion of 
finding a rate base. Nor did it have to 
go through the motion of finding a 
rate of return. It simply fixed a rate 
which the commission held to be 
reasonable. It said that utility rate fix- 
ing was a _ constitutional “police 
power” and not an exercise of the gov- 
ernment’s right of “eminent domain.” 
For this reason, it said, confiscation 
could not be an issue in rate making. 
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N appeal was taken, and on Decem- 
ber 5, 1947, the circuit court of 
Dane county handed down a decision 
reversing the Wisconsin commission in 
a decision styled, Commonwealth Tele- 
phone Company “v, Public Service 
Commission of Wisconsin. 

It was not only this decision of the 
Wisconsin Circuit Court which is 
significant. For that probably will be 
appealed to the Wisconsin Supreme 
Court. But it is also the devastating 
quality of the opinion of the circuit 
court which will deserve attention and 
perusal by all serious students of regu- 
lation. This opinion reflects, in many 
ways, the learned personality of the 
circuit court judge, Honorable Alvin 
C. Reis. 

Indeed, if it were not for the neces- 
sary juristic ritual of rattling the dry 
bones of judicial precedent (with ap- 
propriate citations to case law) this 
opinion would read more like a popular 
article. It is garnished with the pol- 
ished phrase, the apt metaphor, and 
what the French litterateurs mean 
when they talk about le mot juste. 

Just the same, Judge Reis has done 
such an artistic job of blowing up the 
ingenious regulatory concepts so care- 
fully erected by the commission opinion 
that it is difficult for even the lay reader 
to imagine how the commission counsel 
will manage its appeal. 

The following few opening sen- 
tences are from the Reis opinion: 

We need consider the utility’s challenge 
to the order only upon the grounds that 
the commission failed to make any findings 
of fact at all and particularly failed and, 
— emphatically refused to find a rate 
“To cut a utility rate is not unheard of in 
this state; but for the regulatory commis- 
sion to repudiate the necessity of finding 


the “fair value” of the utility’s property, or 
some other base, is to us unprecedented in 
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forty years of administrative regulation— 
except with perhaps a permissible deviation 
from the rule in the case of emergency 
orders or temporary orders pending a de- 
termination of rate base. ... 

Such a summary and abrupt exercise of 
power by an administrative agency can 
mean the gouging of the public by excessive 
rates if the only thing legally required is an 
edict that the new rates are reasonable and, 
by the same token, it may spell confiscation 
of the interests of investors by the simple 
fiatic utterance that the new rates will be 
reasonable. 


What about the commission’s idea 
that regulatory authorities have been 
released (through the Hope decision) 
from the old concept of exercising the 
power of “eminent domain”? The 
court says of this: 


That conception is thoroughly fallacious, 
as we see it. We did not know that the 
utility’s property was being taken away from 
it (eminent domain) when its rates were 
regulated. We thought, on the contrary, 
that the utility was keeping its property 
and being allowed to earn money on it; 
and that public regulation was the alterna- 
tive to public ownership, not its equivalent. 
We looked upon rate regulation as merely 
one of the many manifestations of the 
plenary “police power” of the state—and 
not the seldom used prerogative of “eminent 
domain.” But we get nowhere by splitting 
hairs on that refinement. A rose under 
any name has petals of which we should be 
chary. 


HE further commission theory 

that rate making as a “police 
power” cannot be confiscatory, Judge 
Reis describes as a “revolutionary 
thunderbolt.” His opinion states on 
this point : 


What decadence and desuetude might 
ensue to the public utilities of the nation— 
and to the consumers with them—if utility 
enterprises are subject to “destruction” by 
confiscatory rates? Shall we then go back 
to the oil lamp or erect a private electric 
light plant in each back yard? 

It strikes us that for the arm of the state 
to forbid utilities the right to make a fair 
return while affording to other lawful busi- 
nesses at least the opportunity to do so, would 
be to deny the equal protection of the laws... 


As to the commission’s contention 
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that utility rate making need not be re- 
lated to any rate base which the court 
finds is the “real meat in the stew,” 
Judge Reis says: 


There is the 18-page [commission] 
opinion stripped down to nakedness. “The 
rates herein prescribed are ESTIMATED 
AND INTENDED to afford .. . an annual 
net profit... WHICH WE THINK it rea- 
sonable for the utility to enjoy. (Our caps.) 

There is where standard, base, founda- 
tion, test, guide—go out of the window— 
and the ipse dixit “we think” is substituted. 

We hope that we are not hypercritical in 
picking out the phrase “we think.” The “we 
think” is precisely, however, the thesis of 
the commission’s decision. In justice to the 
commission, however, let the “we think” be 
construed as “we find” that this profit is 
reasonable. Therein still is the fundamental 
unsoundness of the commission’s decision. 
The commission finds nothing except that 
a certain amount of dollars represents a 
reasonable profit. 

It is “considered” by the commission [70 
PUR NS 15] that $12,500 annually is a 
“reasonable profit.” 

Reasonable profit on what? That is 
the trouble with the commission’s decision. 
It has no bottom. It has a numerator but 
no denominator. 


Judge Reis traces the rise and fall 
of the “reproduction cost theory” of 
rate-making valuation through the 
series of U. S. Supreme Court deci- 
sions which culminated in the Hope 
Case. With puckish reverence he re- 
ferred to the solemnity of Supreme 
Court decisions which must be taken as 
infallible guides, however temporary. 
In this case the “moving finger” of the 
Supreme Court had written some sup- 
port for the reproduction cost theory 
in the McCardle Case (1926). But 
the “moving finger moved again” and 
“the whole hand had changed in the 
interim.” But Judge Reis failed to find 
in the Hope Case in 1944, or other 
cases leading up to it, any justification 
for the idea that a regulatory commis- 


sion can dispense with any finding of 
rate base whatever. He said: 


But there is nothing—no criterion—no 
guide—no finger to point the way—no 
beacon to light the path. To make the meta- 
phors more miserably metaphorical, there 
is not the flicker of a match! We fly blind. 
. . . If the Wisconsin commission is sound 
in its stand that all it need essay is that its 
prescribed rate is “reasonable’—then the 
dilemma is inevitable: either judicial review 
becomes impotent because there is nothing 
tangible for a court to “review” and thus 
the commission’s discretion over rates be- 
comes unbridled, or else the whole affair 
is dumped into the court’s lap for the judge 
to weigh the evidence and the judge to de- 
cide the reasonable rate (and in that event 
we might as well abolish the commission). 

Either horn of this dilemma impacts a 
crash into the ideals which both commis- 
sions and courts of this state have held 
since the beginning of regulation. 

F tinny point in the opinion dealt 

with the need for separate find- 
ings of fact and conclusions as re- 
quired by the state Administrative 
Procedure Act passed in Wisconsin in 
1943. The commission’s opinion was 
found not to have squared with this 
statute. 

Will the Reis decision mean the end 
of the regulatory battle of Two Rivers? 
As already indicated, a further appeal 
is likely to higher courts. Judge Reis, 
formerly a counsel of the Wisconsin 
board before he became involved in the 
“tenacle-clawing vicissitudes of the 
bench,” invokes the spirit of his former 
colleagues (called by name “Dave Lili- 
enthal and ‘Cap’ Krug’) to witness 
that the Wisconsin commission in the 
Two Rivers Case has attempted to 
venture far afield from the original 
pioneer spirit of regulation in that 
state. It seems in every way a persua- 
sive as well as unusual judicial docu- 


ment. 
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Utilities 


Deficiency Fund Request 


Pees Truman on December 12th 
sent a special message to Congress 
containing the long-awaited-for defi- 
ciency funds for the Reclamation 
Bureau. The President asked Congress 
to provide something less than $30,000,- 
000 to take care of four projects on 
which construction might otherwise stop 
for lack of funds at the present rate of 
spending. The four projects and the 
amounts sought for each were: Colum- 
bia river basin, $11,725,000; Central 
Valley project, $10,700,000; Colorado- 
Big Thompson, $4,150,000; and Davis 
dam project in Arizona, $2,800,000. 
Since this amount is about $10,000,- 
000 less than requested by the Reclama- 
tion Bureau, it was believed that an ac- 
cord had been reached whereby the small- 
er amount will be approved without too 
much opposition from the Republican 
majority in Congress. The President’s 
request was turned over to the Interior 
Department’s subcommittee on _ the 
House Appropriations Committee which 
held a closed session on the subject De- 
cember 13th. Some of the Republicans 
are still smarting over the pace of the 
Reclamation Bureau disbursements and 
the threats of shutdown which have built 
up pressure from fearful voters in the 
areas affected. However, all this is likely 
to boil down to some sharp lecturing of 
Reclamation officials. Congress passed a 
supplemental deficiency bill, granting 
more than the President requested, be- 
fore adjourning for the Christmas recess. 


> 
Economy Bloc Marks Time 


——— of inspired pressure to make 
Congress keep open the gates of 
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ican 


Federal appropriations, the bipartisan 
economy bloc in Congress is going to 
make a brave try to effect new economies 
in Federal spending during the year 
1948. Led by Representative Taber (Re- 
publican, New York) the slash-the-budg- 
et brigade fell far short of its objec- 
tive of a $6,000,000,000 economy cut at 
the last regular session of Congress. 
Furthermore, 1948 being an election 
year, practical observers do not expect 
that much, if any, additional economies 
can be effected. But Representative 
Christian A. Herter (Republican, Mas- 
sachusetts), aided and abetted by a 
Democrat from the other house of Con- 
gress, Senator Byrd of Virginia, thinks 
he may have the formula for putting the 
net over some of the wilder advocates of 
Federal spending in the future. It is a 
long-range performance. 

If the Herter plan works out it may 
well save far more millions of the tax- 
payers’ money in the years to come. 
Stated briefly, Herter plans to take action 
against the great bureaucratic lobby 
which has for months sabotaged every 
movement for economy in government 
spending before it even gets under way. 
The Committee on Expenditures in the 
Executive Departments is going to look 
into this type of activity to see if there 
have been violations of the law which for- 
bids Federal employees to influence legis- 
lation by Congress. Out of these hearings 
there may be formulated a plan or pattern 
for restraining and disciplining self- 
perpetuating bureaucratic dynasties. 

Representative Harness (Republican, 
Indiana) already has promised to cail the 
Federal Power Commission before his 
subcommittee on Publicity and Propa- 
ganda, to explain its “propaganda” ac- 
tivities, some time this month. 
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FCC Probe Hinges on 
New Chairman 
Ww there be a congressional in- 
vestigation of the Federal Com- 
munications Commission? That appears 
to be the number one question in com- 
munications for the youthful year 1948. 
The answer has implications and compli- 
cations both in the regulatory and politi- 
cal field. 

Indiana’s Republican Senator Cape- 
hart has called for a probe of the com- 
mission to look into that FCC-Federal 
Bureau of Investigation controversy 
which so disturbed the commission early 
in December. On that occasion, it will be 
recalled, the commission publicly re- 
pudiated the stand of leftist Commis- 
sioner Durr, who had opposed the FBI’s 
forwarding information of subversive 
activities of persons who held or sought 
radio licenses, Actually, Capehart sought 
the investigation of Commissioner Durr, 
who, he charged, was “derelict in his duty 
in not making efforts to see that the ‘tips’ 
or ‘leads’ furnished by the FBI were 
thoroughly explored.” 

The Capehart blast reawakened inter- 
est in a probe which has held fasci- 
nation for some Congressmen for years. 
There exists a strong bipartisan bloc, 
mostly in the House of Representatives, 
which has advocated for some time a 
thorough airing of the FCC. Ever since 
the wartime probe of that agency by a 
special House committee got all tangled 
up in personalities, side issues, and White 
House whitewash, congressional suspi- 
cion of FCC has smoldered. So far as the 
Senate is concerned, the tendency may 
be to keep away from formal investiga- 
tion and concentrate on statutory change 
of the Federal Communications Act, via 
the White-Wolverton Bill. 
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And Gossip 


ENATOR Capehart’s denunciation of 
Durr may have been launched with 
the purpose of routing the ultra liberal 
commissioner off the FCC bench before 
his term expires next June. But the key 
to the whole investigation seems to be 
the presidential appointment of a new 
FCC chairman. It is likely that if the 
President selects a moderate, middle-of- 
the-road Democrat whom the Senate 
could confirm without much fuss, then 
FCC might well escape congressional 
scrutiny. But if the President picks out 
a rabid New Deal partisan, as he has 
indicated he might do, the confirmation 
might be hard bought at the price of a 
full-scale investigation with all the trim- 
mings. Then, too, if three FCC commis- 
sioners step down in favor of other em- 
ployment in the near future, as also has 
been rumored, Congress would have lit- 
tle left to investigate, so far as personali- 
ties are concerned. 


* 


Labor Groups Form 
For Political Action 


INETEEN FoRTY-EIGHT is going to 
be a vital year in communications 
labor. All of the major telephone unions 
are planning political activity of a sort 
to “reward their friends and punish their 
enemies,” per advice of the grand old 
man of labor, Sam Gompers, refi course, 
the CIO’s Political Action Committee 
will feature demonstrations aimed at de- 
feating the men who voted for the Taft- 
Hartley Act. Political action for CIO 
groups is nothing new. But, for the first 
time, both American Federation of La- 
bor unions and the independent Commu- 
nications Workers of America are ven- 
turing into the political arenas. 





EXCHANGE CALLS AND GOSSIP 


Both groups so far are wary of the 
new provision in the Taft-Hartley Act 
which prevents unions from spending 
money from their treasuries, without 
membership approval, to promote their 
candidates and oppose their rivals, In- 
stead, voluntary contributions will be 
solicited from the members. As yet no 
specific political effort by the AFL’s In- 
ternational Brotherhood of Electrical 
Workers, the principal AFL communica- 
tions unit, has been scheduled. CWA, 
however, probably realizing its political 
naivete, held a week-long orientation 
meeting in Washington, D. C., last 
month at which every phase of the opera- 
tion was studied. A 30-man legislative 
committee heard experts explain ways 
and means of political maneuvering, and 
each committeeman tried his wings on 
his own Congressman on Capitol Hill 
while the meeting was in session. 


WA apparently will follow the CIO 
school of action in politics. The 
meeting was addressed by Indiana State 
Senator Charles Fleming, who is also 
president of a Hammond, Indiana, local 
of the Oil Workers International Union 
and a CIO state director in Indiana. 
Fleming outlined the necessary steps of 
action, from forming local committees, 
checking candidates, and keeping records 
on legislators’ voting. Then he concluded : 
“But most important of all is to get our 
own people running for office. It is better 
to have our own members and others 
from labor in the legislature than it is 
to pay lobbyists to do a job for us.” Com- 
ing from a man who is a minority power 
in the state legislature, that seemed to be 
seasoned advice. Senator Fleming out- 
lined his losing fight in opposition to the 
new Indiana state law prohibiting public 
utility strikes. He labeled the statute 
“The most vicious piece of antilabor leg- 
islation in the country.” 

The keystone of CWA’s political activ- 
ity will be, of course, efforts to repeal 
or modify the Taft-Hartley Act. Youth- 
ful Representative Kennedy of Massa- 
chusetts told the delegates that chances 
of doing anything so epochal in the 80th 
Congress seemed “doomed.” Then he 


gave a pretty accurate summing up of 
the principal points of union lobbying 
interest. Said he: “It is up to organized 
labor to keep on fighting for social legis- 
lation — laws on housing, minimum 
wages, extension of social security. That 
not only helps labor, but the public wel- 
fare as well.” 

The CWA legislative committee put 
itself on record as favoring several 
amendments to the Fair Labor Standards 
Act, which is now under consideration by 
the House Education and Labor sub- 
committee. One suggestion would limit 
exemption from overtime pay provisions 
to those professional, executive, and ad- 
ministrative employees in telephone com- 
panies who earn more than $400 a month. 
Another called for the elimination of the 
statutory exemption from minimum 
wage laws of telephone operators at ex- 
changes having 500 stations or less, Later 
in December, Representative Miller, 
Democrat of California, introduced a 
bill (HR 4709) which would eliminate 
the 500-station exemption. The bill was 
referred to the House Labor Committee, 
which is due to report some kind of an 
amendatory bill during the new session. 


SIDE from the legislative picture, com- 
munications unions will be busy in 

the courts. The AFL’s Commercial 
Telegraphers Union appeared headed for 
a legal showdown over the “public wel- 
fare” provisions of the Taft-Hartley Act, 
if it goes through with its proposed pre- 
Christmas strike. Union members had 
voted 10 to 1 to strike all telegraph serv- 
ices at the height of the Christmas mes- 
sage rush, after Federal efforts at media- 
tion broke down. The unions insisted that 
there was no hope of staving off a walk- 
out so long as the Western Union Tele- 
graph Company made no counteroffer to 
their wage demand of an additional 15 
cents an hour. It was doubtful whether 
President Truman would invoke the util- 
ity provisions of the new Labor Relations 
Act, but the company was due to seek 
an injunction to halt the walkout if it 
started. Under the act, the President 
could call for a special board of inquiry 
and get an injunction that would suspend 
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the strike for as long as eighty days. 
It could be noted that Western Union 
Was operating in the black after the first 
ten months of 1947. Net income as of 
October 31st amounted to $8,262,581, 
compared with a deficit of $11,109,316 
for the same period last year. The im- 
proved financial results were judged to be 
due to higher telegraph rates, a larger 
volume of business in the spring because 
of the telephone strike, and some increase 
in operating efficiency. But November 
looked like a bad month, with five week 
ends and three holidays cutting down 
business volume and at the same time 
requiring overtime pay. December, with 
an ominous strike threat, could have gone 
either way. Some wage concessions from 
Western Union seemed inevitable. 


C= court action seen as a strong 
possibility for unions includes tests 
of dozens of state antiutility strike laws 
which were passed during 1947. The first 
round of a test of the New Jersey statute 
preventing utility walkouts was lost by 
the Traffic Telephone Workers Federa- 
tion, an independent operators’ group. 
The union is involved in a suit in chancery 
court within the state brought by the 
state attorney general, which grew out 
of last spring’s telephone walkout. The 
union attempted to by-pass the state 
tribunals and appealed directly to the U. 
S. Federal court. When the Federal court 
refused to act prior to state court action, 
the union went to the U. S. Supreme 
Court, but found no solace there. Last 
month the high court found its jurisdic- 
tion lacking, and sent the case back to 
its origina] site, New Jersey Chancery 
Court. Now will follow the slow progress 
of the suit through state channels and 
perhaps eventually back to the Su- 
preme Court again. This pattern is due 
to be repeated in many states as unions 
challenge the validity of new laws in the 
public utility field. 

CWA also prepared for court appear- 
ances on an entirely different matter. 
Last month two renegade units of the old 
National Federation of Telephone 
Workers, which gave way to the present 
CWA last June, sued in Federal District 
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Court in Washington, D. C., for an ac. 
counting of the funds involved in the 
switchover. The American Union of 
Telephone Workers, representing 22,000 
Long Lines operators in the Bell system, 
and the Association of Communications 
Equipment Workers, representing 20,- 
000 Western Electric installers, obtained 
a 10-day restraining order, tying up the 
funds of the old union which are now 
going into the financial structure of the 
new CWA, The deserters want the 
NFTW funds split up among the unions 
(including themselves) who made up the 
old organization. CWA President Beirne 
called the litigation “a nuisance suit.” 


5 
Ave Atque Vale 


ELEPHONE industry men will note 

with interest the resignation of 
Leon Jourolmon, Jr., from the Tennessee 
Railroad and Public Utilities Commis- 
sion, effective January 1, 1948. Jourol- 
mon said he would assist the city of 
Kansas City, Missouri, in opposing the 
rate increase for telephone service in that 
state asked by the Southwestern Bell 
Telephone Company. He plans to open a 
law office in Nashville after his resigna- 
tion. Although state administration 
leaders hinted that Jourolmon would not 
be named on the administration’s ticket 
at this year’s election time, Jourolmon 
stated that he had been authorized to say 
that he would have been on the ticket if 
he had not resigned. Jourolmon was one 
of the three Tennessee commissioners 
who recently turned down a rate increase 
request of Southern Bell Telephone & 
Telegraph Company in that state. He 
wrote a concurring opinion in the case 
which advocated reducing, rather than 
raising telephone rates. 

Incidentally, more than the usual 
amount of public interest in the Missouri 
case is being aroused as a result of the 
prominent coverage of the rate hearings 
given by the St. Louis Post-Dispatch. 
The newspaper has featured detailed re- 
porting on the case, and has adopted a 
skeptical editorial attitude toward South- 
western Bell’s contentions. 
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By OWEN ELY 


Year-end Review of Progress 
With Holding Company 
Integration Plans 


HE following is a brief summary 

(in alphabetical sequence) of hold- 
ing company plans for recapitalization 
and integration to effect full compliance 
with the Holding Company Act. Only a 
few systems—American Gas & Electric, 
Community Power & Light (now South- 
western Public Service), Columbia Gas 
& Electric, Engineers Public Service, 
New England Gas & Electric, New Eng- 
land Electric, and a few smaller systems 
—have effected complete compliance with 
the act. It is estimated that, at the recent 
rate of progress, it may require three to 
five years to complete the entire pro- 
gram. Market price changes, revisions of 
plans, reconciliation of conflicting claims, 
and settlement of issues of all sorts in the 
SEC and the courts tend to delay pro- 
ceedings. 

American & Foreign Power — The 
amended management plan was modified 
by SEC order to favor the first preferred 
stocks at the expense of the second pre- 
ferreds. Hearings will begin in the Fed- 
eral court at Portland (Maine) January 
6th. The Norman Johnson Committee 
representing the second preferred stock- 
holders may continue the fight to obtain 
better terms, assuming that it can gain 
substantial support from large stockhold- 
ers. 


MERICAN Licut & TracTIon—The 
company has modified its latest 


Ki ; 


plan, along lines suggested by the SEC 
staff, so as to complete its disposal of De- 
troit Edison by the end of 1948 and re- 
tire at least part of its preferred stock by 
inviting tenders at $33. While the huge 
pipe-line program (the construction of 
which would not be completed until 
around 1951-2) has not yet been fully 
approved, the SEC has permitted the 
company to begin the construction, (See 
also United Light & Railways.) 

American Gas & Power—The merger 
with the subsidiary, Minneapolis Gas 
Light, which was approved by the SEC 
and a Federal court, is now tied up by 
the appeal of debenture holders. 

American Power & Light—The com- 
pany has made considerable progress in 
grouping its Texas subsidiaries and those 
in the Pacific coast area, as well as the re- 
financing of other subsidiaries. However, 
the integration plan of 1946 has become 
obsolete and the management is now pre- 
paring a new one. It is conjectured that, 
with little or no break-up value for the 
common stock under present conditions, 
the new plan will return to the allocation 
method for apportioning assets between 
preferred and common stocks. A plan of 
this kind was recently filed by a stock- 
holder, under which four stocks would 
be assigned to preferred stockholders, 
one to Electric Bond and Share, and the 
remaining four to public holders of the 
common stock. 

American Water Works—The com- 
pany has retired its preferred stocks by 
sale of its waterworks properties, and has 
filed dissolution papers. One share of 
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West Penn Electric will probably be dis- 
tributed to each share of Water Works, 
perhaps within the next few weeks. The 
latter company will then become the top 
system company and some further 
changes will have to be worked out to 
simplify relations with the several re- 
maining subholding companies. It is ex- 
pected that West Penn will pay divi- 
dends in a range of $1-$1.50. 


| Bape mage Pusiic Utititry—No defi- 
nite dissolution plan has been 
worked out yet but the subholding com- 
pany, Consolidated Electric & Gas, is 
making considerable progress. 

Cities Service — The company must 
dispose of its Ohio subsidiaries, sell its 
holdings in Public Service of New 
Mexico, integrate Arkansas Natural Gas, 
etc. There is no definite timetable. Im- 
proved earnings from oil and gas over- 
shadow the utility operations. 

Continental Gas & Electric—The com- 
pany will probably retire its bank loan 
in 1948 with cash received from United 
Light & Railways; eventually a merger 
of the two companies would seem logical. 

Consolidated Electric & Gas — The 
company is now retiring its preferred 
stock through an exchange for Atlanta 
Gas Light. It may eventually dispose of 
remaining scattered small subsidiaries in 
the United States, retaining foreign in- 
terests (through the subholding com- 
pany, Islands Gas & Electric). Eventual- 
ly a merger of the three holding compa- 
nies would seem a logical development, 
with an all-common recapitalization, but 
no plans have been announced. 

Commonwealth & Southern—A pack- 
age exchange plan to retire the preferred 
stock is now before the SEC, but owing 
to the decline in the market value of the 
package an opposition plan has recently 
been filed. The Commonwealth and 
United Corporation plans may eventual- 
ly furnish a court test of the so-called 
“investment value” theory, under which 
the earnings and dividends represented 
by a package of securities are used to 
appraise its value, rather than the cur- 
rent market prices or market yardsticks. 

Electric Bond and Share—The com- 
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pany expects to continue as a holding 
company, retaining its interests in Amer- 
ican & Foreign Power (see above) and 
Ebasco Services, Inc. Other utility hold- 
ings will gradually be sold or distributed 
to stockholders. 

Electric Power & Light — The 1946 
package exchange plan to retire the pre- 
ferred stocks is now obsolete, and an 
amended plan is expected to be filed with 
the SEC, probably early in 1948. Under 
the old plan, the $7 first preferred stock 
would receive 10 shares of United Gas, 
9 shares of Almno System, or $192 cash, 
as compared with the claim for par and 
arrears of approximately $190. It seems 
probable that the new plan, when issued, 
will be based on the “investment value” 
theory, and the cash offer may be elimi- 
nated. At the time the previous plan was 
submitted United Gas was around 19; 
currently it is around 18}, with earnings 
and dividends above those of last year. 
Earnings of the Almno subsidiaries 
(which use natural gas for fuel) also are 
running well over last year. 


Co Pustic Utitities — This 

successor company to thé old Asso- 
ciated Gas system has made remarkable 
progress in clearing up the complex set- 
up devised by its predecessor organiza- 
tion. The only remaining subholding 
company of any importance is Associated 
Electric. Eventually the latter may be 
merged with GPU; first it will probably 
sell Manila Electric (now making a rapid 
comeback) and retire some of its deben- 
tures. GPU itself will sell Staten Island 
Edison, after the latter’s recapitalization 
is approved. It also may have to sell one 
or two other properties, though the SEC 
has not issued clear-cut instructions as 
yet. Completion of this program may re- 
quire several years. 

International Hydro-Electric—Three 
dissolution plans were submitted to the 
SEC last summer. Recently these have 
all been amended, and a fourth proposal 
has been filed providing for payment of 
the debentures, all in cash, Details of the 
revised Carter plan are not yet available. 
The company’s principal holdings are 
Gatineau Power, New England Electric, 
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and Eastern New York Power. Taking 
Gatineau at 15 and New England at 12 
(recent market prices), and Eastern New 
York at an estimated value of 25 (it 
earned $2.13 a share in the twelve months 
ended June 30th), estimated break-up 
values compare as follows with recent 
prices : 
Bonds Pfd. “A” 
Recent Prices 64 «59 73 


Est. Break-up Values: 
Trustee (amended) . $565 $80 $11 
ToddCom.(amended) 360 - * 


* Not available. 


The trustee and Todd plans obviously 
follow the lines of investment value 
theory ; while the bonds have a face value 
of $700 (following payment of $300 in 
cash) both “packages” fall considerably 


short of this amount in estimated mar-, 


ket value. In the new Todd plan (sub- 
mitted by Ganson Purcell, former SEC 
chairman) estimated earnings for the 
bond package are stated to be 7} per cent 
on $700, and dividend income 5.9 per 
cent, as contrasted with the 6 per cent 
interest rate. 


i= IsLAND LicgutiInc — Both this 
company and its subsidiary, Kings 
County Lighting, must be recapitalized, 
and the New York Public Service Com- 
mission has jurisdiction jointly with the 
SEC. But the two commissions have 
quarreled over methods of recapitaliza- 
tion; the state commission leans toward 
a priority basis while the SEC gives some 
weight to the claims of common stock- 
holders. The Kings County Lighting 
Case is now before the Federal courts, 
and until this case is settled the Long Is- 
land Lighting plan may have to wait its 
turn, The state commission, in a lengthy 
decision some months ago, disagreed 
with the proposed Long Island plan. 
Middle West Company — About half 
of this system (represented by the sub- 
holding company, Central & Southwest) 
has been disposed of. Distribution of 
other holdings will probably be completed 
within the next six to nine months. The 
SEC recently ordered changes made in 


the dissolution plan for a subholding 
company, North West Utilities. (See be- 
low.) 

New England Public Service—With 
the aid of a bank loan the company has 
now retired its prior preferred stocks, al- 
though the claim for redemption pre- 
miums remains to be decided by the SEC. 
Following settlement of this claim, the 
management will probably file a plan to 
allocate remaining assets (after payment 
of the bank loan) between the plain pre- 
ferred and common stocks, The market 
prices of Public Service of New Hamp- 
shire, Central Maine Public Service, and 
Central Vermont Public Service have 
been adversely affected by floods, 
droughts, and stock financing, hence com- 
pletion of the program may prove slow, 
particularly if an allocation formula is 
debated in the courts. 

Niagara Hudson Power — The com- 
pany applied to the New York Public 
Service Commission last spring for per- 
mission to merge its three principal sub- 
sidiaries ; to effect this a compromise will 
probably be reached with Chairman Malt- 
bie of the state commission regarding 
plant write-offs, increased depreciation 
reserves, etc. Hearings have been in 
progress and a decision may be reached 
by spring. Proceedings before the SEC 
are not expected to prove lengthy. Com- 
pletion of the merger would be followed 
by a plan to sell sufficient stock of the 
merged company to retire the remaining 
bank loan (now being reduced) and the 
preferred stocks. (Arrears on the first 
preferred were cleared up before Christ- 
mas, and, presumably substantial pay- 
ments will be made against the second 
preferred arrears.) Distribution of re- 
maining subsidiary stock to Niagara com- 
mon would complete the tentative pro- 
gram. Final details have not yet been 
settled, however. 


orTH West UtiLities—The SEC 

had given the company until De- 
cember 28th to increase the allocation of 
Wisconsin Power & Light shares to each 
share of North West 7 per cent prior lien 
preferred by 1 share, to 114 shares; the 
10-share allocation to the 7 per cent pre- 


JAN. 1, 1948 





PUBLIC UTILITIES FORTNIGHTLY 


ferred was approved. Public holders also 
would receive $7 cash dividends from De- 
cember 31, 1946, to the effective date of 
the plan. 

North American Company—The com- 
pany is currently giving stockholders 
large blocks of Potomac Electric Power 
and Wisconsin Electric Power; remain- 
ing utility holdings may be distributed 
during the first half of 1948, although no 
final program has been announced, The 
company controls valuable nonutility 
properties and will remain in business. 

North American Light & Power— 
The preferred stock will be paid off with 
proceeds of the pending sale of Northern 
Natural Gas (plus cash on hand), The 
plan now before a Federal court pro- 
poses to pay off the common stock at 
$7.50 a share or .3 share of Illinois 
Power. 

Northern New England — This is a 
small, inactive holding company which 
owns a large block of New England Pub- 
lic Service common stock and a few mis- 
cellaneous assets, Eventually assets 
should be distributed to common stock- 
holders. (There are no senior claims.) 

Northern States Power — A great 
many plans have been presented to the 
SEC and the Federal court at Minneap- 
olis for dissolution of the company. The 
problem is to allocate the common stock 
of Northern States Power of Minnesota 
among the preferred, class “A,” and 
class “B” stockholders. One issue is the 
fair value of the Minnesota stock, which 
is entirely held by the Delaware com- 
pany. It was rumored a few weeks ago 
that a new compromise plan was being 
prepared. 

Philadelphia Company — The SEC 
wants this subholding company in the 
Standard Gas system dissolved, but the 
company is contesting this. In valuing 
the company’s assets an important fac- 
tor is the claim for some $25,000,000 
against Pittsburgh Railways. While the 
latter is in bankruptcy, it accumulated al- 
most this amount in cash as a result of 
wartime prosperity. Proceedings both in 
the bankruptcy court and the SEC seem 
likely to drag along for some time. A 
special master is being appointed in the 
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Railways Case, and by the time he reports 
to the court some of the cash assets may 
have been dissipated, due to the unfavor- 
able earnings trend of the transit busi- 
ness generally. 

Public Service of New Jersey—The 
amended plan filed sometime ago with 
the SEC represented a compromise be- 
tween various interests including United 
Corporation, However, the SEC has not 
yet passed on the plan, and meanwhile 
there has been a decline in system earn- 
ings. 


TANDARD Gas & ELEctTRIC and 
Standard Power & Light — The 
affairs of these two holding companies 
are in a very muddled condition, as in- 
dicated by current press reports from 
Philadelphia. When proxy and election 
problems are settled and the management 
personnel for 1948 established, the com- 
pany will doubtless proceed to sell suffi- 
cient stock (probably of the Oklahoma or 
Wisconsin subsidiaries) to retire its bank 
loan. The next step will be to devise an 
allocation formula among the prior pre- 
ferred, second preferred, and possibly 
the common stock. (See also Philadel- 
phia Company above.) 

United Corporation — A mandatory 
plan for retiring the preferred stock was 
filed with the SEC last summer, but the 
staff has not yet completed its report. 
Meanwhile the value of the exchange 
“package” has declined somewhat, 

United Gas Improvement—The com- 
pany plans to retain its gas subsidiaries, 
and to dispose of other utility invest- 
ments, but there is no definite timetable. 

United Light & Railways — A joint 
plan for American Light & Traction (see 
above) and United Light was filed with 
the SEC some months ago, and later was 
amended to meet indicated commission 
views. The company proposes to dis- 
tribute and sell its entire holdings of 
American Light preferred and common 
during 1948, using proceeds to retire its 
bank loan (also that of its subsidiary, 
Continental Gas) and its preferred 
stocks. The SEC has not yet approved 
the entire plan but appears sympathetic. 
No court confirmation will be required. 
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RECENT FINANCIAL DATA FOR PRINCIPAL ELECTRIC-GAS , 
OPERATING COMPANY STOCKS 
12/10/47 Earned 
Price Yield (12 Mos.) 


U hy 
Sty 


Revenues $50,000,000 and sever 


Boston Edison ($2.40) 
Commonwealth Edison ($1.40) 
Consol. Edison of N. Y. ($1.60) 
Consol. Gas of Balt.~($3.60) 
Consumers Power ($2) 
Detroit Edison ($1.20) 

Duke Power 6) 

Pacific G. & E. ($2) 

Penn. Power & ‘Light ($1.20) 
Phila. Electric ($1.20) 

So. Calif. Edison ($1.90) 
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Averages 


Revenues $10-$50,000,000 

Atlantic City Elec. ($1.20) 
Birmingham Elec. ($1.20) 
Carolina P. & L. ($2) 

Central Hudson G. & E. (52¢) 
Central Maine Power ($1.20) 
Cincinnati G. & E. ($1.40) 
Cleveland Elec. Illum. ($2) 
Columbus & S. Ohio Elec. ea 80) 
Connecticut L. & P. ($4) 
Dayton P. & L. ($1.80) 
Delaware P. & L. ($1) 
Florida Power Corp. eH) 
Gulf States Util. ($1) 

Hartford Elec. Light ($2.85) 
Houston Lighting ($2) 

Illinois Power ($2) 
Indianapolis P. & L. ($1. 50) 
No. Indiana P. S. ($1.20 

Ohio Edison ($2) 

Potomac Elec. Power (90¢) 
Pub. Ser. of Colo, ($1.65) 
Pub. Ser. of Indiana (Stock) 
Public Service of N. H. ($1.80) 
Puget Sound P. & L. (80¢) 
San Diego G. & E. (80¢) 
Southwestern Pub. Ser. ($1.60) 
Utah Power & Light ($1.20) 
Virginia Elec. Power (x) 
Wisconsin Elec. Power ($1) 
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Averages 


Revenues under $10,000,000 

Calif. Elec. Pr. (60¢) 

Central Vermont Pub. Ser. 
El Paso Electric ($1.60) 
Empire Dist. Elec. ($1.12) 
Mountain States Pr. ($2.50) 
Penn Water & Power ($4) 
Sierra Pacific Power ($1.00) 
Tampa Electric ($2) 
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Averages 


Averages, three groups 
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RECENT FINANCIAL DATA FOR PRINCIPAL ELECTRIC-GAS 


HOLDING COMPANY STOCKS 


12/10/47 
Price 
Integrated Systems 
C American Gas & Electric ($1 and stock) .... 
C Central & Southwest (70¢) 
S New England Elec. System ($1) 
O New England G. & E. (80¢) 


Averages 


Systems in Process of Integration 
Common Stocks—Dividend Paying 
American L. & Tr. ($1.20) 

Cities Service ($2) 

Electric Bond & Share ($1) 
General Pub. Util. (80¢) 

North American (Cash and Stock) 
Philadelphia Co. (55¢) 

Pub. Ser. of N. J. ($1.40) 

United Gas Impr. ($1.30) 

United Lt. & Rys. ($1) 

West Penn Power ($1.50) 


Averages 


Common Stocks—N ondividend 


TUE Gis ons ladkcntsbiedescveceae 
American Water Works & Elec. ........... 
Commonwealth & Southern 

Electric P. & L. 

Inter. Hydro-Elec. “A” 

Long Island Lighting Co. .................. 
Middle West Corp. 

Se EU, SE, Kees scccdvecctvcns 
Niagara Hudson Power 
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Preferred Stocks—Dividend Paying 
EE co ccengs cakeesscces 42 
KS SD, rr 
Amer. & For, Pr. 


3 $6 5 
Commonwealth & So. $6 Pfd. .............. 
Electric P. & L. $7 Pfd. 
Niagara Hudson Pr. 5% Ist Pfd. .......... 
Nor. States Pr. (Del.) 7% Pfd. ........... 
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Preferred Stocks—No Current Payments 
Hlectric P. & L. $7 2nd Pfd. .......ccesscs 
Inter. Hydro-Elec. $3.50 Pfd, .............. 
New England P. S. $7 Plain Pfd. .......... 
North Amer. L. & P. $6 Pfd. 

Standard G. & E. $7 Prior Pref. ............ 
sennderd P. & L. F7 Pid. .......ccciecccecs 
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x—Dividend payments deferred under Engineers Public Service plan. B—Boston Exchange. 
C—Curb Exchange. O—Over counter or out-of-town exchange. S—New York Stock Exchange. 
d—December, 1946. f—February, 1947. m—March, 1947. j—June, 1947. jy—July, 1947. a—August, 
1947. s—September, 1947. o—October, 1947, PF—Pro forma current earnings. 
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Subscription Rights to Common 
Stock Offerings 


) connection with the heavy construc- 
tion program of 1947-51, by which 
the utility companies hope to catch up 
with wartime and postwar growth of 
their business, there have been a large 
number of stock offerings in 1947. There 
also have been a smaller number of of- 
ferings representing the disposal of hold- 
ing company blocks of stock in subsidi- 
aries. About 80 per cent of all the “new 
money” stock was offered to stockhold- 


(See the accompanying table below.) 

While the list looks fairly imposing, 
the amount of common stock issued for 
construction purposes was all too small 
in relation to the total program. Follow- 
ing is a summary of the character of new 
money financing during the first nine 
months of 1947 by all classes of utility 
companies : 
Debt Securities: Totals 
Mortgage Bonds 

Public Issues 

Private Issues 


3 : 
ers. During the ten months ended Oc- Total Bonds 

5.6 tober 31st the combined sales of common Debentures 

7.6 stocks through offerings to stockholders Public Issues 

9.6 aggregated nearly a quarter of a billion Private Issues 

= dollars, of which nearly one-half was ac- 

122 counted for by holding company sales. 

6.1 
13.0 & 

9.4 COMMON STOCK SUBSCRIPTION RIGHTS ISSUED BY UTILITY 

COMPANIES, JANUARY-OCTOBER, 1947 

al Date of Shs. Sub. Amount No. Underwriters’ 
51 Offer (000) Price (Mill.) Days Compensation* 
3.9 Jan. Pacific Tel. & Tel. .......... 328 100 $33 _— 

38 24 Birmingham Gas 46 8 —_ -- 

— Inter-Mountain Tel. ........ 48 1 NA 

_ American G. & E. (a) 840 334 28 _— 

~ Penn. P. & L. (a) 1,052 174 18 va 

— Southwestern P, S. ......... 64 344 1.4 

5.7 Connecticut.L. & P. ......... 


164 
Cleveland Elec. Illum. (b) .. 1,715 
Missouri Utilities 15 
New England G. & E. ....... 479 
pT Be > ere 259 
PE SE EE Bp acusessices 626 
Cinn. & Sub. Bell Tel. ...... 101 
Gulf States Utilities (c) .... 
Peninsular Telephone 
Consol. Natural Gas 
Kansas-Neb. Natural Gas .... 
Florida Power 
South Atlantic Gas 
Colorado Central Power .... 
Capital Transit 
Iowa Public Service 
American Water Works (d) 
Carolina Tel. & Tel. 
Southern Colo. Power 


Derby G. : 44 19 
eT oe S error er 30 


* Per cent of subscription price (where issues underwritten). 
(a) Offered to common stockholders of Electric Bond and Share. 
(b) Offered to stockholders of North American Company. ; 
(c) Offered to common stockholders of Engineers Public Service. é 
(d) Offered to common stockholders of American Water Works & Electric. 
NA—Not available. 
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Preferred Stock 6 


Common Stock: 
Direct Sales to Public 2 
Sales through Subscrip- 
tion Rights 8 10 


100% 


This tabulation does not include bank 
borrowings, many of which are purely 
temporary until permanent financing can 
be arranged, while others are serial loans 
which will presumably be retired over a 
period of years out of earnings. Allow- 
ing for term bank loans, it is obvious that 
debt financing has been extremely heavy 
in relation to the total. The amount raised 
through preferred stocks was particu- 
larly small, despite the fact that yields 
for high-grade offerings have risen from 
a low of about 34 per cent last year to a 


current rate around 44-5 per cent. Dur- 


|ing the early 1920's the utilities sold a 
\vast amount of preferred stock locally, 
largely to their own customers, and this 
method of raising capital may again have 


to be resorted to; by eliminating under- » 


writing charges the utilities could afford 
to give somewhat higher dividend rates. 


ITH respect to common stock of- 

ferings, while the total is well un- 
der 10 per cent of all new money financ- 
ing (including bank loans) as compared 
with the normal 25-35 per cent ratio of 
common stock and surplus to total capi- 
talization, it should be remembered that 
all of the earnings devoted to construc- 
tion work (and possibly some of the de- 
preciation cash thus used) can be con- 
sidered equity financing. Nevertheless, 
there is little doubt that thus far the 
finance program has been somewhat de- 
ficient in equity financing and much too 
heavy in debt raising. 


- 
1946 Statistics of Natural 


Gas Companies 
I“ the last issue of this department 
“Gas Facts,” published by the Amer- 
ican Gas Association, was reviewed, The 
Federal Power Commission has recently 
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published “Statistics of Natural Gas 
Companies of 1946.” Detailed 1946 in- 
come account and balance sheet figures 
are presented for 114 companies, to- 
gether with composite figures for the in- 
dustry for 1945-46. 

The aggregate plant investment, after 
allowance for depreciation reserves, is a 
little under $2,000,000,000. Revenues are 
about $615,000,000, and service is sup- 
plied to about 4,000,000 customers. As- 
suming that these 114 companies ap- 
proximately represented the industry, 
the natural gas business is about one- 
fifth the size of the electric light and 
power industry, both with respect to 
revenues and plant account, 

The composite balance sheet for the 
natural gas companies shows a debt ratio 
to total capital of only 41 per cent as com- 
pared with 47 per cent for the electric 
light and power companies ; and the pro- 
portion of preferred stock is also smaller 
—about 11 per cent compared with 16 
per cent for electric utilities, While the 
eommon stock equity is about 48 per cent 
versus 37 per cent for electric compa- 
nies, both industries carry about 18 per 
cent of revenues down to the balance 
earned for common stock. The explana- 
tion lies in the more favorable operat- 
ing ratio for the electric companies. 


ce arrangement in the FPC book 
seems a little puzzling, in that sta- 
tistics on physical amounts are given a 
subsidiary position below the dollar fig- 
ures. Thus gas revenues, customers, and 
sales are tabulated below the income ac- 
count, and various other statistics are 
placed below “Gas Utilities Plant.” The 
index heading “Gas Account” does not 
clearly indicate that it means figures for 
gas received and delivered. 

The separation of the gas industry 
into several main groups—wholesale pro- 
ducers, pipe-line companies, and retail 
distributors—also would be useful. 

It would also add to the value of the 
book if detailed data on rates and cost 
of service were added. It should be possi- 
ble, for example, to compare rates for 
house heating and other classes of serv- 
ice for different companies. 





What Others Think 


UtiJities and High Construction 
Costs 


N an address before the Controllers 

Institute of America—1947 meeting 
held in October at Chicago—Leonard 
Spacek of Arthur Andersen & Company 
referred to the many problems related to 
high construction costs of utilities. 
Spacek commented on these problems 
relating to the economics of business, par- 
ticularly with respect to the manner in 
which they affect the important divisions 
of management. He introduced his sub- 
ject with the following: 


The causes of high construction costs are 
really beside the point now. Some of them 
were justified, some of them were not, but 
today we are suffering their effect regard- 
less of their cause. I must also immediately 
admit that the problems of high construc- 
tion costs for utilities would not be so diffi- 
cult if they could be met under conditions 
such as those existing for unregulated busi- 
nesses in general. But the problem existing 
for utilities is peculiarly applicable to utili- 
ties only and that brings us to the real obsta- 
cle involved—rate making. 

Businesses generally were relieved of price 
controls of the war period and as a conse- 
quence they were in a position to adjust 
prices to meet the constantly changing eco- 
nomic conditions confronting them. Ask any 
person on the street what price controls ex- 
ist and no one will mention utilities, nor 
will they believe that of all 50 commodities 
making up the wholesale price index only 
3 have remained constant or declined and 2 
of these 3 are utility services. 


oc said that he has yet to see this 
remarkable record publicized at any 
time. One of the reasons, he added, why 
this record has been maintained is be- 
cause “two of its largest elements of cost, 
depreciation and return, have been based 
on property which is stated at price levels 
prevailing not only prior to World War 
II, but in fact in a large part at price 
levels prevailing before World War I.” 
He cited the fact that nonutility busi- 
nesses are worried about the cost of re- 


placing property at present levels, “while 
depreciation is based on costs incurred 
before the war.” It is necessary to keep 
in mind, he thinks, that the electric utility 
investment in property alone is equal to 
that of all manufacturing industry com- 
bined (excluding land in both cases), and 
that property investment in all utilities is 
almost double that of all manufacturing 
business. He wondered, therefore, if the 
single problem of depreciation on replace- 
ment property is so troublesome a prob- 
lem to the whole manufacturing industry, 
whether the problems facing utilities 
where return as well as depreciation al- 
lowance is based on the same standard 
will not prove more expensive. 

Spacek noted the announcement of 
President Oakes of the Edison Electric 
Institute, stating that the electric power 
industry alone will spend $5,000,000,000 
in five years. The telephone industry has 
announced a construction program that 
runs into billions. 


Of this, Spacek said: 
... The effects of this large investment are 
just now beginning to be felt and they will 
be felt by a downward trend in utility in- 
come generally due to absorbing the carry- 
ing cost of high-cost construction as well 
as high operating costs. While increased sales 
per consumer will be achieved, the income 
from this source will be more than absorbed 
by increased wages, materials, maintenance, 
and other out-of-pocket expenses. In addi- 
tion to the fixed charges on reserve capacity 
of the present construction program, the util- 
ities must contemplate replacing an ever in- 
creasing percentage of their plant due to 
ordinary wear, tear, and obsolescence. Based 
on mortality experience for utilities, the 
average utility will probably replace 20 per 
cent of its present property balance during 
the next ten years. Most of that property 
will be the oldest property and therefore the 
retirement will be at the price levels prevail- 
ing during the period from 1915 to 1930. The 
cost of replacing these routine retirements 
at present prices will be from twice to two- 
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thirds more than the original cost at which 
retired. The depreciation and return on this 
additional investment merely to maintain 
present service may absorb 30 per cent of 
present income available for preferred and 
common stock. 


Gua believes that, in the event pres- 
ent prices prevail for the indefinite 
future, the cost of replacing all electric 
utility plants might easily soar as high 
as 150 per cent of the present original 
cost even after allowing for technological 
progress in the act of construction. He 
said: 


. . . Present construction cost indices are 
running twice the cost prevailing in 1932 
and 1933, The cost of replacement for gas 
utilities would probably be much greater 
and for telephone companies somewhat less 
because of the shorter-lived equipment. The 
carrying cost on the additional capital nec- 
essary to replace the plant would alone wipe 
out all present utility income being earned. 
The decline will come as rapidly as high 
construction replaces low construction costs, 
assuming that increased business is sufficient 
to absorb constantly increasing labor and 
material costs, 


It is obvious, he finds, that rate in- 
creases are inevitable, and it was his be- 
lief that the most important question is, 
“When will the squeeze require an in- 
crease in rates and what standard of justi- 
fication for increased income will be im- 
posed on the industry?” Axillary ques- 
tions asked: “Are increased rates to be 
dependent upon the original cost principle 
of rate making for their justification? If 
so, when will original cost justify the in- 
crease in rates?” Bearing directly on this, 
he stated : 


... During the past fifteen or twenty years 
when the original cost principle of rate mak- 
ing has been enforced, we had a rapidly ex- 
panding industry and relatively stable prices 
so that the income from the growth of busi- 
ness always provided a greater return than 
was found to be fair for rate making and 
thus provided the necessary income to induce 
the public to buy utility securities. If this 
condition is reversed so that a utility may 
only increase its rates after it experiences 
a great need for an increase, and as soon as 
an increase is secured a deficiency in return 
again immediately begins to accumulate, the 
cost of capital will be so increased that this 
method of rate making will have to be re- 
vised for practical considerations. 
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Given an increase in rates, another 
hurdle is presented if the price levels 
taper off—utilities would then be the 
only industry to be increasing prices 
while all others would be somewhat re- 
duced and stable, Thus, he says, the pres- 
ent situation would be exactly reversed, 
and would probably get much more pub- 
licity. He stressed the fact that 


. .. Utility prices are out of step with our 
price economy today and they will be out of 
step tomorrow when conditions stabilize. But 
it will be a lot easier to get into step today 
—now—than to explain tomorrow why you 
are then out of step and need increases. 


Wx is the solution to this diffi- 
culty ? He suggested the following: 


First, under the original cost principle 
of rate making, your rates are really not 
confiscatory until the market value of se- 
curities falls below the book value of those 
securities after deducting acquisition adjust- 
ment costs. This is a rule-of-thumb meas- 
urement, but it is more apt to be favorable 
to the utility rather than unfavorable be- 
cause of the inclusion of unused and useful 
plant, debt discount and expense, insuffi- 
cient depreciation reserves, more working 
capital than allowable for rate making, etc. 
It assumes the composite earnings price ratio 
is the minimum return applicable to utilities 
and on the basis of present market appraisals 
that rate on an over-all average is a little 
less than 6 per cent before allowing for cost 
of financing. .. . 

On an original cost basis of rate making, 
gross income may be decreased 11 per cent 
over-all before rates may be increased. This 
decrease would also amount to about 15 per 
cent of net income, That is, on the original 
cost principle, liberally applied, a 15 per cent 
reduction in net income must still be absorbed 
before rates can be increased. That means 
present equity security values would be di- 
luted by the issuance of additional securities 
until aggregate market value of all securities 
approximates book value of all securities 
after deducting acquisition and plant adjust- 
ments. 


pen believes, if original cost is the 
proper test for measuring rates, pres- 
ent public utility equity securities should 
be considered as being overpriced. “It 
must also be kept in mind, if this were 
true and generally known by investors, 
the present earnings price ratio . . . would 
be increased so that the margin between 
market and book value would be immedi- 
ately narrowed.” He said: 
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“NORTHGATE’S GOT A BAD HABIT OF STEPPIN’ BACK TO ADMIRE HIS WORK!” 


I believe that most regulatory commission 
people feel there is some important fallacy in 
the original cost principle of rate making. 
Many who adhere to that principle do so 
because of precedent and the vehement be- 
lief among some that that is the only proper 
basis. Many have not attempted to prove its 
reasonableness or to explain the premise upon 
which they believe in the original cost prin- 
ciple. In the twenty-five years spent closely 
associated with the industry, I have not 
found anyone who is willing to accept the 
responsibility of explaining why original cost 
is fair. Most of the reason underlying the 
advocacy of the original cost principle of rate 
making is limited to (1) citing authorities 
by name that agree with that view, (2) that 
the rate base is stable and nonfluctuating, 
and (3) it is easy to administer as com- 
pared to reproduction cost. All of these points 
pertain to the practical aspects but none of 
these factors support or explain its fairness. 
In the Hope Case, the Supreme Court did 
not give reasons why the prudent investment 
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basis was fair to utility investors as com- 
pared to other investors or did the briefs give 
such reasoning. About all that was decided 
was that prudent investment could be used. 
The fact that prudent investment principle 
has proved practical in California and Massa- 
chusetts is not conclusive as to its fairness. 


He cited a “recent dissenting decision” 


of James Landis, chairman of the Civil 
Aeronautics Board (former chairman of 


SEC), which he said casts light on origi- 
nal cost rate making. Spacek noted : 


Here is a man who has held very responsi- 
ble positions in our government when the 
original cost principle of rate making was 
being advocated most strongly by government 
representatives. He has grave apprehension 
of all transactions involving the recognition 
of anything but original cost irrespective of 
price level represented by the cost involved 
or subsequent conditions. 
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PACEK probed into the premises of 
Landis’ deep convictions. He felt 
these would be important because they 
would present the reasons why original 
cost forms such an important criteria of 
utility income and why a “utility inves- 
tors’ dollar is forever given a ceiling value 
of a dollar regardless of its changing 
worth as determined by general economic 
conditions.” 
Spacek said: 

Chairman Landis’ dissent provided a good 
explanation of his views. As I understand 
him, they were: 

(1) That the function of providing util- 
ity service is in effect a delegation of a gov- 
ernmental service, and that utility rates 
are little different than the imposition of 
a sales tax or some other form of impost 
or excise. 

(2) That our thinking must start from 
certain plain premises. That there is no 
valid claim as against the public to an op- 
portunity to earn more than a fair return 
upon its investment; i.e. original cost. 

(3) “There can be no exactness in syn- 
chronizing a fair return with an invest- 
ment base. The market speculates daily 
upon our (the commission’s) inability to 
achieve this goal. But it is wrong for us 
(the commission) to accept defeat now 
with regard to our regulatory trust and ad- 
mit that our own inefficiencies to hold rates 
and subsidy to a fair return are a sound 
basis for the creation of ‘value.’” 


It may be, he added, that the above 
doctrine is correct. It is the only one that 
supports original cost. If it is the pat- 
tern according to which utility rates are 
regulated, or the basis on which the util- 
ity business is run, it means, he said, 
“that the furnishing of utility service is 
tantamount to a concession granted by 
the government, and that as such you are 
performing a governmental service for 
which you have a right to tax to the ex- 
tent of fair return on original cost.” It 
means “that your right of so-called tax- 
ation is limited to your ability to get com- 
missions to raise your so-called tax rate 
against public opinion.” Spacek stated on 
this point: 


ee, this doctrine should be accepted is 
1 


something the public at large should approve. 
Commissions, generally, should be assisted 
in pointing out the doctrine that underlies it 
if the public has not and does not under- 
stand it. I believe the doctrine rests on a gen- 
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erally unfamiliar social concept but it is not 
my belief that is controlling—nor yours—it 
is the public’s. In my opinion the public has 
no conception of this doctrine on which the 
original cost principle rests. If it is correct, I 
believe the sponsors have failed to inform 
the utility investors the consequences of these 
principles which underlie the value of their 
investments. SEC has never put the public 
on notice regarding the consequences of such 
a doctrine when securities were registered. It 
appears to me that SEC and the public have 
followed the method of valuing utility se- 
curities in the same way that is followed for 
any other securities. It is important that 
the public utility investors be informed of the 
reasoning made so clear by Chairman Lan- 
dis, The consequences, I am sure, will not be 
favorable, but the public is entitled to know 
what restrictions are inherent in their invest- 
ment value. 


oe imperfections, Spacek declared, 
of the reproduction cost method 
have been well supported. One of the 
worst is the fact that we never reproduce 
anything. We so improve the product 
that such a concept is inaccurate, in fact 
valuable only in a static economy. The 
reproduction cost method of valuation is 
not a proper response to why a valuation 
of utility plant is necessary in regulation. 
This, he said, brings us back to the 
premises of public utility regulation and 
why neither method responds to that 
premise as he conceives it. He elaborated 
on this as follows: 
First, I believe utility service is no more 
a governmental function than retailing of 
groceries, banking, or other fields that co- 
Operatives and government have participated 
in in one form or another. Second, the rea- 
son that utility regulation of private utilities 
exists is that the public cannot allow free 
direct competitive systems to exist without 
a substantial loss due to duplicate facilities ; 
therefore, franchises are given to a single 
utility under a regulatory commission 
clothed with the power to confine utility 
charges to reasonable rates. As a matter of 
fact, there is only one uniform standard of 
measurement of utility rates that exists in 
every public service statute and that is rates 
shall be “just and reasonable.” 


The whole controversy, Spacek com- 
mented, is focused at the amount of fair 
return. He proposed a method by which 
to secure this return that responds to the 
raison d’étre of regulation 1.e., to make 
sure that the utility enjoys no greater 
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freedom in its charges than would exist 
if competition existed. He established 
these premises : 


(1) A utility is merely a controlled partner 

in the everyday activiti€s of the people in 
the community which it serves. It is con- 
trolled because duplicate facilities in the util- 
ity field to secure competition merely in- 
crease the over-all costs on everyone; (2) 
the risks of the utility business from a com- 
petitive point of view are exactly the com- 
posite of the business which it serves since 
it is these businesses that provide the liveli- 
hood for the people served. The risk of utili- 
ties may be less than any one of the industries 
served because of the diversification inherent 
in serving all businesses but this would be 
reflected in the earnings price ratio (rate of 
return) demanded by the public. 
... As a service organization, utility risks 
are controlled primarily by the risks of those 
served; (3) thus the utility being a partner 
in the area it serves with the businesses it 
serves, its investors should be allowed the 
same competitive value per dollar of prudent 
investment as all other businesses are re- 
ceiving at the time the utility rate is deter- 
mined, multiplied by the annual rate of return 
(earnings price ratio) at which the public 
appraises the utilities’ composite risk. 


Later in his address, Spacek com- 
mented : 


. No theory of regulation protects any 
business or any endeavor to long evade its 
share of the economic load of the com- 
munity which it serves. That is our American 
system. ... It has been well established that 
the commercial industry dollar of invest- 
ment and labor share in the productive value 
of our economy. Then why is the utility in- 
vestor’s dollar omitted from this participa- 
tion? If this is not done, it means that the 
value of each dollar invested in utilities is 
confined to a dollar regardless of its eco- 
nomic value and cannot rise with the eco- 
nomic condition of its business partners but 
may fall. Under this original cost doctrine, 
there are only two roads for the utility in- 
vestors’ dollar to travel—break even or lose. 
Mutuality of terms does not exist. If it is 
assumed that the utility is a partner of the 
government, it is possible, even though il- 
logical, to rationalize the original cost doc- 
trine up to the point where the utility fails 
to have the power to tax—and at that point 
the similarity with government ceases—and 
the utility investors stand the burden of a los- 
ing economy strictly as a business enter- 
prise, the same as any other business, with- 
out having had the opportunity to benefit 
from favorable economic conditions. 


Spacek presented an illustration of 
how the value of the dollar invested 
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in other businesses had fared under pres- 
ent economic conditions in contrast to 
the dollar value invested in utilities. He 
prepared a statement that compared pres- 
ent market value of well-known busi- 
nesses with the prudent investment dol- 
lar of those businesses (capitalization 
less intangibles). Spacek added : 

I have found that the “equalized prudent 
investment” rate base is understandable and 
regarded as fair to the average man, because, 
first, it is simple and reasonably determined, 
and, second, he believes it is fair that all 
business of the community should be on an 
equal footing. 


PACEK provided additional back- 
ground to support his argument, He 
narrated that following the last war engi- 
neers used reproduction cost to adjust 
rates “to avoid strangulation of utilities 
by high construction costs.” This meth- 
od’s imperfections made it undesirable be- 
cause needed relationship of the method 
with that of other businesses did not ex- 
ist. He thought this isolated utility regu- 
lation theories and resulted in concepts 
of fairness and unfairness that mean lit- 
tle to the public or other businesses. He 
believes that “equalized prudent invest- 
ment” puts all enterprises on an equal 
footing. He is convinced it will not intro- 
duce the errors of reproduction cost, or 
impose the unfairness (as he sees it) of 
the original cost doctrine upon the utility 
investors only. 
Speaking of regulation, as such, he 
said: 

. Few people realize that the monopoly 
in utilities and regulation came hand in hand 
and that utility service with regulation elim- 
inates the detrimental aspects of monopoly. 
The question is—has regulation reduced 
prices of utilities’ services far below the 
point at which competition would have drawn 
the line had it been possible for competition 
to exist? If so, my line of reasoning would 
indicate this as unfair to utility investors. 


In concluding, Spacek suggested that 
regulatory representatives such as Chair- 
man James Landis should be invited to 
explain their views so that the doctrines 
underlying regulation can be fully under- 
stood and taken to public meetings for 
further discussion. 

—F. T. 
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The March of 
Events 


In General 


Says Nation Faces Lack of Power 


. R. WIcKARD, Rural Electrifi- 
cation Administrator, on December 
14th stated the nation faces a serious 
shortage of electric power and declared 
private power concerns are failing to do 
enough about it. 

The shortage is particularly critical for 
rural areas, he said, because of their de- 
pendence upon overloaded urban gen- 
erating units. 

The administrator said that, unless 
something is done to increase power gen- 
erating capacity of the country, farmers’ 
ability to produce food for urgent domes- 
tic and foreign needs may be seriously 
hampered. 

Wickard hit at what he described as 
the “traditional lack of foresight which 
power company leaders have displayed in 
their estimate of the potentialities of 
rural electrification.” 

The REA chief’s statement on the 
power situation was based on a special 
investigation of electric supplies made by 


a committee of REA engineers and pow- 
er specialists. 


ABA Utility Council Meets 


HF Eine. meeting of the council of the 
section on public utility law of the 
American Bar Association was held at 
the offices of its chairman, T. Justin 
Moore, at Richmond, Virginia, on De- 
cember 6, 1947. The purpose of the 
meeting was to discuss the program of 
the utility section for the forthcoming 
annual convention of the American Bar 
Association to be held in Seattle next 
September. The council also launched a 
campaign for increased membership in 
the section by members of the bar in all 
states of the Union. The membership 
campaign is being conducted by a com- 
mittee headed by E. Smythe Gambrell of 
Macon, Georgia. Frederick G. Hamley, 
of Washington, D. C., as chairman of 
the standing committee to report on the 
progress of public utility law, announced 
completion of his committee. 


Alabama 


Hearing Set on REA Loan 
Appeal 


gpg Circuit Judge Walter 
B, Jones, after granting a petition 
of certiorari sought by the Alabama 
Power Company, last month set a hear- 
ing January 8th on the utility’s appeal of 
a recent REA loan approval order by 
State Finance Director Bill Drinkard. 
The power company had asked that the 
finance director’s order approving a $5,- 
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516,600 loan for Alabama Electric Co- 
Operative, Inc., be set aside and an earlier 
one issued by a subordinate reinstated. 

John P. Shaffer, chief of the finance 
department’s division of local finance, 
had previously disapproved the applica- 
tion but Drinkard overruled the order. 

The state demurred to issuance of the 
writ of certiorari by which the utility 
asked that records of the finance depart- 
ment hearing be brought before the 
court, but this was overruled. 
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The codperative seeks the loan to 
finance a steam generating plant at Gantt, 
Alabama. The power company has op- 
posed this, contending it already has 
facilities to supply electrieity to this area. 


Concludes Tax Payments 


Sa. Alabama Power Company has 
concluded payments of _ state, 
county, and city ad valorem taxes for 


1947 totaling $1,562,746, it was an- 
nounced recently. Approximately 44 
per cent of this amount, or $692,590, will 
be earmarked for school funds. Other 
state taxes paid by the company bring 
the total earmarked for schools to $1,- 
237,722 for 1947. 

The company’s total taxes, Federal, 
state, county, and city, for 1947 will be 
approximately $7,000,000. 


Florida 


Electric Exchange Meeting Set 
For Boca Raton 


HE directors of the Southeastern 
Electric Exchange have announced 
the place and time of the annual con- 
vention of the exchange which is to be 
at the Boca Raton club, Boca Raton, Flor- 


ida, on April 8, 9, and 10, 1948. An in- 
teresting program, devoted to a discus- 
sion of timely subjects affecting the elec- 
tric utility industry, is being arranged. 
Those in attendance will also enjoy the 
pleasant social surroundings of the Flor- 
ida resort club, which will be exclusively 
available for the exchange meeting. 


Massachusetts 


State Board Given Precedence 


“ie state board of conciliation and 
arbitration is given precedence in 
handling public utility labor disputes 
under a written agreement between the 
state and Federal labor conciliation serv- 
ices. 

The agreement, made public December 
10th in Boston, is designed to eliminate 
friction and wasteful duplication, and to 
assure the cooperative handling of strikes 
and labor disputes in the state. 

Described as one of the first of its 


kind in the country since the Taft-Hart- 
ley Act directed the new Federal service 
to work more closely with state concilia- 
tion services, the agreement was an- 
nounced by Brigadier General Charles 
H, Cole, chairman of the state board of 
conciliation and arbitration, and Howard 
E. Durham, regional director of the Fed- 
eral Mediation and Conciliation Service. 

Durham said the agreement had been 
in effect several weeks and already was 
working smoothly, with many of the mis- 
takes of the old system being avoided. 


Missouri 


Curbs on Gas Heat Again Upheld 


_ state public service commission 
recently refused to rescind its or- 
der of last April 22nd, authorizing the 
Laclede Gas Light Company of St. Louis 
to reject new applications for space heat- 
ing service and to curtail industrial gas 


service, because of a shortage of gas sup- 
ply during the winter heating season. 
The commission upheld the validity 
and necessity of the service limitation 
rule, because of restrictions on natural 
gas supply available to Laclede in over- 
ruling a complaint filed by the Automatic 
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Firing Corporation, University City. 

A complaint by this company, which 
manufactures and sells gas heating equip- 
ment, attacked the service limitation as 
unlawful and discriminatory, The peti- 
tion, asking the commission to set aside 
the limitation, was dismissed in the com- 
mission order entered on December 9th. 

The Federal Power Commission has 


issued a certificate of convenience and 
necessity to the Mississippi River Fuel 
Corporation, for second enlargement of 
the pipe-line system from the Louisiana 
natural gas fields into St. Louis, The 
effect will be to establish two full lines, 
to carry enough gas to enable distribu- 
tion of straight natural gas in St. Louis 
and St. Louis county, 


Nebraska 


Light Department Draws Fire 


HAIRMAN Harold Kramer of the 

Nebraska public power system 
board of managers last month accused 
the Lincoln municipal plant light and 
power management of acting “contrary” 
to the recently announced power con- 
servation program, 

Customers of Lincoln’s commercial 
light department have not been asked nor 
are they being asked to conserve elec- 
tricity, it was reported. 


City Asked to Limit Gas 
Customers 


HE Beatrice city council recently 
was asked to enact an ordinance 
designed to place restrictions on the sale 
of gas to new space heating customers. 
Requests for permission to limit the 
sale to new customers have been asked in 
31 towns, Baxter reported. Of these, 21 
have passed ordinances, 8 have agreed 
to pass them, and only 2 have not com- 
mitted themselves, he said. 


New York 


Democrats Back Fare Raise 


Ayor William O’Dwyer’s entire 

fiscal program for solving New 

York city’s pressing fiscal problems, in- 

cluding an 8-cent fare to cover subway 

operating costs, received the unqualified 

support of the Democratic state organ- 
ization recently. 


Paul E, Fitzpatrick, chairman of the 
Democratic state committee, pledged the 
party’s support to the O’Dwyer proposals 
following a conference with the Demo- 
cratic members of the state legislature. 

“We feel that the mayor is best in- 
formed as to what is needed and neces- 
sary to run the city,” said Mr. Fitz- 
patrick. 


South Carolina 


Attack on Public Power Charged 


AILURE of Commonwealth & South- 
F ern Corporation to sell its South 
Carolina Power Company of Charles- 
ton to Santee-Cooper “is a direct attack 
on public power generally,” a state pub- 
lic service commission hearing was told 
recently. 
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The statement was by Chairman James 
H. Hammond of the $60,000,000 state- 
owned Santee-Cooper hydroelectric au- 
thority which unsuccessfully sought to 
buy South Carolina Power for $1,400,- 
000 more than the $10,200,000 accepted 
from South Carolina Electric & Gas 
Company of Columbia, He also termed 
refusal of Santee-Cooper’s offer an “at- 
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tack” on the United States power proj- 
ect now under construction at Clark Hill 
on the Savannah river above Augusta, 
Georgia. 


_ 


The hearing was being held on whether 
approved sale of South Carolina Power 
to South Carolina Electric & Gas is in 
“the public interest.” 


Texas 


Power Company Purchase 
Sought 
HE board of directors of the Brown- 
wood Chamber of Commerce has 
asked the city council to consider pur- 
chase of the properties of the Brown- 
wood Public Service Company, one of 
two privately owned electric power com- 
panies serving Brownwood. 
The council recently decided to employ 


a disinterested appraiser to evaluate the 
properties, which consist of a generating 
plant and distribution lines serving a 
part of Brownwood. 

The Texas Power & Light Company 
also serves Brownwood. 

Brownwood, in addition to having two 
electric power companies, has two nat- 
ural gas companies, a municipally owned 
plant, and the Lone Star Gas Company. 


Washington 


Phone Company Reports 
Ordered 


HE Pacific Telephone & Telegraph 

Company has been ordered to file 
monthly, quarterly, and yearly reports 
with the state department of public util- 
ities, according to a recent statement of 
Andrew J. Zimmerman, department di- 
rector, 


Zimmerman said the order is “in line 
with the department’s recent order re- 
quiring service improvements to accom- 
pany rate increases. The department now 
can determine the company’s income and 
earnings and type and quality of service 
being given the public.” 

The company has been granted an over- 
all 14 per cent rate increase. 


Wisconsin 


Transport Company Sale 


= of the Transport Company to a 
private firm, if made, should not dis- 
courage plans for setting up a metropol- 
itan transportation authority, Walter J. 
Mattison, Milwaukee city attorney, said 
recently, 

“The city can petition the state public 
service commission to name a fair price 
for the utility at any time,” Mattison 
said. “The Transport Company franchise 
provides for condemnation by the city 
in accordance with state laws.” 

Mattison’s comment followed the dis- 


closure early last month that negotiations 
were in progress for sale of the Trans- 
port Company to National City Lines, 
Inc., Chicago. 

Mattison said he had been informed 
by the Federal Securities and Exchange 
Commission that there was no action 
presently before the commission to 
which the city could become a party. The 
city attorney had been directed by the 
common council to appeal to the commis- 
sion to prevent the sale of the Transport 
Company apart from the Electric Com- 
pany. 
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Rate Increase Based on Higher Operating Costs Is Upheld 


ib Virginia Supreme Court of Ap- 
peals has affirmed the order of the 
state commission (69 PUR NS 161) 
approving higher rates for the Chesa- 
peake & Potomac Telephone Company. 
The new rates would produce a return 
of 5.66 per cent on average original cost 
of plant, plus working capital, less de- 
preciation reserves, 

In reply to contentions that the com- 
mission had not considered numerous 
factors usually examined in rate cases, 
the court pointed out that this was not 
the usual or typical utility rate case. 
Ordinarily in seeking a rate increase the 
utility undertakes to establish a higher 
valuation of its property or to show that 
it is entitled to a higher yield on the es- 
tablished base, or both. The court then 
said: 


The commission had no such case before 
it here. The company did not undertake to 
increase the value of its rate base or to seek 
a higher return thereon, Its application was 
predicated upon the original cost of its plant, 
less depreciation, plus a small amount of 
working capital, as its rate base, which the 
testimony showed, and the commission held, 
in view of the present prevailing high cost 
of construction, was “among the lowest, if 
not the lowest, elements to be taken into 
consideration in determining the fair value 
or rate base.” 

Obviously, then, any reasonable figure for 
the present fair value of the company’s plant 
and property will be higher than the original 
cost, less depreciation. Had the commission 
considered certain of the factors mentioned 
by the appellants the value of the rate base 
might have been increased. It would not have 
been decreased. 


The commission had refused to post- 
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pone the hearing for thirty days. There 
was no claim or suggestion that those re- 
questing postponement desired further 
time within which to collect or produce 
evidence. The sole stated reason for 
postponement was that more time was 
desired “to study the proposed rate in- 
crease.” 

The commission had pointed out that 
the published notice of the hearing dis- 
closed that schedules of the proposed 
rates were open to inspection. No reason 
was assigned why these were not studied 
in advance of the hearing. Clearly, in 
this situation, said the court, the refusal 
to grant a continuance was within the 
judicial discretion of the commission. 

A complaint that the commission had 
not complied with a statute relating to 
temporary rate schedules was rejected 
with the statement that there was no 
question of temporary rates involved. 
What the company sought and obtained 
was prompt relief, not temporary relief. 

The order was also attacked on the 
ground that it had violated a statutory 
provision that no change in rates could 
lawfully be made except after thirty 
days’ notice to the commission and to 
the public. The court said that while the 
law does provide for thirty days’ notice, 
there is also a provision that the commis- 
sion may in particular cases prescribe a 
less time in which changes may be made. 

Discrimination had been alleged be- 
cause the new rates involved a greater 
percentage increase in the Arlington 
area. It was contended that the commis- 
sion should have required that plant 
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values, operating revenues, and operat- 
ing expenses in that area be segregated 
to that locality and that a fair rate be 
fixed for this part of the state as a unit. 
The court declared that the, commission 
had properly answered this contention 
when it said : 


This commission many years ago adopted, 
and has used, the integrated statewide basis 
of telephone rate making whereby the total 
intrastate operations form the unit for rate 
making and determination of over-all revenue 
requirements. It has always fixed the rates 
on a statewide basis, with the exchanges 
classified generally as to the number of sta- 
tions connected to and served by the various 
exchanges. The overwhelming majority of 
other state commissions, with telephone 


regulatory powers, has also adopted the 
statewide basis. 


Although rates had been increased 
more in that area than in some others, 
it was apparent that recently, under 1926 
schedules of rates, telephone users there 
had enjoyed a preferential rate af the ex- 
pense of users throughout the state. The 
population had increased greatly, and, 
said the court, “as the number of tele- 
phones in an area increases, the value 
of the service increases, and the rate 
should increase correspondingly.” Board 
of Supervisors of Arlington County v. 
Commonwealth ex rel. Chesapeake & 
Potomac Telephone Co. of Virginia. 


2 


Stock Redemption under Holding Company Act 
Held Involuntary 


FEDERAL District Court approved an 
amended simplification plan of the 
New England Public Service Company 
which the Securities and Exchange Com- 
mission had found to be necessary, fair, 
and equitable, and in compliance with § 
11(b) of the Holding Company Act. The 
plan provided for payment of $100 per 
share plus accrued dividends to the 
holders of prior lien stock. 

It also provided for the issuance of 
certificates of contingent interest to these 
holders as evidence of their right to re- 
ceive additional payment if such right 
should later be found to exist. Compensa- 
tion was also provided for the delay in 
the payment of this latter amount. 

The holding company had _ been 
ordered by the commission to recapitalize 
on a common stock basis or to liquidate. 
The company chose the second alterna- 
tive. Objections were made that the com- 
pany, in choosing one means of compli- 
ance over the other, was performing a 
voluntary act and therefore the stock- 
holders were entitled to call premiums 
upon the retirement of stock. This con- 
tention was dismissed by the court, 
which said : 


These proceedings, however, are the re- 


sult of the application of the provisions of 
the act itself. The action of NEPSCO is 
basically the result of compulsion. The elec- 
tion goes only to procedural aspects of 
the case... . Of course, fact situations differ, 
and it is true that this court has had no case 
called to its attention where compliance with 
an alternative order was in issue. But this 
court feels that to attach a consequence to 
this form of order directly opposed to that 
given an order not providing for company 
election would be to deprive the commission 
of an opportunity to bring about changes 
contemplated by the act with a minimum of 
interference with the internal workings of 
business. Not only, therefore, is the commis- 
sion’s understanding of NEPSCO’s “elec- 
tion” in accord with the common sense view 
but it is a step in the direction of minimizing 
needless friction between government regula- 
tion and private business. 


The court was satisfied that the com- 
mission paid more than lip service to the 
standards of the evaluation of rights sur- 
rendered in the simplification proceed- 
ing. The commission had made a reason- 
able attempt to fix the value of the prior 
lien stock on a going concern basis apart 
from the impact of § 11 of the act. 

Furthermore, an examination of the 
commission findings and opinion con- 
vinced the court that all parties in inter- 
est were afforded every opportunity to 
be heard, that all evidence submitted was 


JAN, 1, 1948 





PUBLIC UTILITIES FORTNIGHTLY 


given careful consideration, and that due 
weight was given to arguments and con- 
tentions of counsel participating in the 
numerous hearings. 

Objection was made to the fact that the 
question of value incident to the prior 
lien stock over and above the stated 
minimum value plus accrued dividends 
was adjourned for future decision, pay- 
ment of any possible amount being guar- 
anteed by an escrow deposit. The court 
felt that the involved problems in the 
liquidation made the disposition of is- 
sues in instalments not only fair and 
equitable but eminently sensible. 

The holding company had previously 
disposed of some properties to obtain 
money to finance stock retirement pur- 
suant to this liquidation. Proceeds of the 


sale of some assets in this connection 
constituted a capital gain and, therefore, 
would be subject to a capital gains tax 
of over $3,000,000 unless the proceeds 
of the sale were applied within two years 
to retirement of the company’s stock. 
Final disposition of the question of value 
could not probably occur until well after 
the 2-year period. Therefore, it was set 
apart for future determination. 

The court, in rebutting this objection, 
said that to press for an immediate deter- 
mination of the issue as to whether there 
is a fair investment value in the stock 
rights over what the commission had 
found to be the indisputable minimum 
was to wish to “have one’s cake and eat 
it too.” Re New England Pub. Service 
Co. 73 F Supp 452. 


7 


Limitation on ‘“‘Grandfather’’ Operation Upheld 


MOTOR carrier’s complaint against 
an Interstate Commerce Commis- 
sion order refusing to authorize the sub- 
stitution of busses for sedans over a 
route operated by virtue of grandfather 
rights was dismissed by the United 
States District Court for the Southern 
District of New York. 
The court ruled that a carrier operat- 
ing under the grandfather clause may 
conduct only that type service which had 


been rendered prior to the critical date. 
The contention of the carrier that the 
commission action was discriminatory 
because it had many times before grant- 
ed such extended authority was over- 
ruled on the ground that such error did 
not provide a basis for perpetuation or 
making general a violation of the Inter- 
state Commerce Act. Campus Travel, 
Inc. v. United States et al. 72 F Supp 
711. 


7 


Private Carrier Certificate Awarded over 
Common Carriers’ Objection 


1. company’s request for 
authority to operate as a private 
carrier in the transportation of govern- 
ment freight was approved by the Colo- 
rado commission over the objection of 
competing motor carriers. The commis- 
sion conceded that state law required the 
denial of a private carrier permit where 
the operation would impair the efficient 
public service of common carriers al- 
ready serving the area but called atten- 
tion to testimony in the record which 
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made the “impairment” statutes inap- 
plicable. 

The commission answered the argu- 
ment of the principal objector, that the 
competition was unlawful and would im- 
pair his service, with this statement: 

The witness, Foster, stated he had been 
losing money for the past six months on his 
operation, and that a portion of his equip- 
ment is standing idle, and he would like to 
have had the opportunity to bid on this haul- 
ing. 

We have carefully analyzed his evi- 
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dence, and we cannot see from the record 
before us where Foster’s common carrier 
service would be impaired. Further, he 
submitted no cost studies indicating that the 
above contract would be a profitable venture, 
nor is there any evidence that hg would have 
made a comparable bid. 

From the evidence before us, we could 


as well draw the conclusion that the opera- 
tion would have been unprofitable, and a 
further drain on his operation, as the evi- 
dence clearly indicated that the bid was far 
under protestant Foster’s published rate. 


Re Clifton (Application No. 8658-PP, 
Decision No. 29139). 


e 


Air Transport 


N air carrier’s request for an injunc- 

tion against a competitor’s operat- 

ing without a certificate of convenience 

and necessity was granted by the United 
States District Court for Alaska. 

The competitor’s defense was that it 
was not a common carrier and therefore 
did not need a certificate. The court 
overruled this defense and stated: 

Here the defendant has held itself out to the 


public generally, first by advertising and 
other forms of publicity and later by its 


Corporation Is Common Carrier 


course of conduct, that it would, within 
the limitations of its facilities, carry for hire 
freight and all persons applying to it, and 
thus invited the patronage of the public. The 
ensuing response of the public and its accom- 
modation by the defendant served to impress 
upon it the character of a common carrier. 
These factors, rather than the descriptive 
label placed by defendant upon its operations, 
are determinative of its status. 


Alaska Air Transport, Inc. et al. v. 


Alaska Airplane Charter Co. 72 F Supp 
609. 


e 


Earnings Required for Company with No Debt Securities 


A= of 5.6 per cent on average 
net plant investment was approved 
by the New Jersey board in authorizing 
higher rates for the New Jersey Bell 
Telephone Company. This company has 
no debt securities outstanding and all of 
its equity capital securities are held by 
the American Telephone and Telegraph 
Company. 

There is no trading in its securities and 
no available direct market appraisal of 
its cost of capital. The board commented 
as follows: 


Under the present tax laws the 100 per 
cent equity capital structure results in higher 
Federal income taxes than would be the case 
if there was some debt capital. In the situ- 
ation so confronting us, the board is not 
bound by the existing capital structure. On 
the contrary, it must consider what the cost 
of capital would be if the capital structure 
of the company conformed to a pattern 
which would result in more reasonable over- 
all costs and yet be financially sound. 


The company submitted evidence as to 
return requirements related to the return 
requirements for the Bell system as a 
whole. The board notes that there are 


practical, if not legal, limitations on its 
ability to undertake effective investiga- 
tion of system earning requirements. 
Moreover, it does not consider that this 
necessarily provides a proper measure of 
the earnings requirement. 

Past earnings, in the opinion of the 
board, do not provide an exact measure 
of present earnings requirements. The 
picture, said the board, was further dis- 
torted by undue weight accorded to the 
period 1920-1926 when relatively high 
earnings were experienced. 

Those opposing the rate increase pre- 
sented evidence as to cost of capital 
based on assumed capital structures. 
Earnings price ratios were used as a 
measure of the equity capitalization rate 
required by investors. The company con- 
tended that little reliance should be placed 
on earnings price ratios because there 
are many factors other than current earn- 
ings which influence the market price of 
a stock. 

The board does not think that studies 
of cost of equity capital, such as those in- 
troduced, necessarily fix precisely the 
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level of cost of equity capital. Neverthe- 
less, such objective studies are relevant 
and material and should be considered. 

The year 1946, in the opinion of the 
board, is not a satisfactory yardstick for 
testing existing rates, since revenues, ex- 
penses, and investment would in 1947 
vary materially from levels for those 
items in the past year. Estimates of op- 
erating results for the year 1947, ex- 
clusive of the effect of restricted business 
activity caused by a strike, afford the 
most acceptable basis. 

A “current cost estimate” is not ac- 
ceptable to the board as a measure of the 
rate base. Present book costs reflect cost 
of piecemeal construction. When 
adjusted to reflect current costs, there 
may be a wide difference from wholesale 
reproduction cost. 

The board, in considering payments to 
the parent company under its license con- 
tract, holds that the contract, having 
never been approved by the board as re- 


quired by state law, is not binding on 
the commission. Under the provisions of 
the statute no contract for services which 
comes within its purview may be ap- 
proved if the price fixed exceeds “fair 
compensation.” 

The board recognizes that valuable 
services are rendered by the parent com- 
pany and a fair allowance should be in- 
cluded in operating expenses. It makes 
an allowance independent of the 14 per 
cent provided in the contract. 

A claim for expense of relief and 
pensions is adjusted for a so-called 
“freezing charge” required to prevent 
further growth of an unfunded actuarial 
liability resulting from the lack of normal 
contributions to the pension fund for 
service periods prior to 1928. 

Donations to such organizations as the 
Red Cross, Community Chest, and Boy 
Scouts are held not to be chargeable to 
customers. Re New Jersey Bell Teleph. 
Co. (Docket Nos. 2903, 3236). 


& 


Agency Station Not Required 


HE supreme court of Illinois af- 

firmed a circuit court order setting 
aside a commission decision refusing to 
permit a railroad to discontinue an 
agency station. 

The supreme court pointed out 
that the statutory requirement that the 
railroad maintain a depot in every town 
on its line with a population of 200 or 
more people did not specify that an 
agency station be maintained. 

The court specifically rejected a rul- 


ing on the bearing of financial condition 
of the railroad on its right to abandon an 
agency station in these words: 


We think the decision of the commerce 
commission that the cost of operation of the 
single station cannot be considered unless 
its effect is to cause a loss to the whole sys- 
tem, is not comportable with the intention 
of the Public Utilities Act, nor with our 
recent decisions. 


Illinois Central R. Co. et al. v. Illinois 
Commerce Commission, 74 NE2d 526. 


z 


Company Developing and Operating Power Sites 
Is Not a Public Utility 


HE Wisconsin commission has ruled 
that Wisconsin River Power Com- 
pany is not a public utility under state 
laws. This company was organized to 
construct and operate dams and hydro- 
electric plants and to produce and sell 
electric power. 
It was organized under a contract be- 
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tween Consolidated Water Power & 
Paper Company, Wisconsin Power & 
Light Company, and Wisconsin Public 
Service Corporation. It will develop sites 
and sell electricity to these three com- 
panies. It does not intend to sell or dis- 
tribute electricity to any others or to hold 
itself out to serve the public. 
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This sale of electricity under a con- 
tract, said the commission, is merely the 
disposition of the merchantable product 
of the plant. The company’s position is 
said to be identical with that of Union 
Falls Power Company, which was in- 
volved in a case before the state supreme 
court. There the court had said: 


If a customer should present itself de- 


manding service, it has no schedule of rates 
which would be applicable to such a situa- 
tion. The fact that the plaintiff company fur- 
nished electrical energy to the city of Oconto 
Falls, which in its proprietary capacity, act- 
ing as a public utility, in turn distributes it 
to the public, does not make the plaintiff 
company a public utility. 


Re Wisconsin River Power Co. 
(DR-11). 


7 
Regulation Limiting Use of PBX Held Reasonable 


HE Ohio commission, in dismissing 

the complaint of a building owner 
against a telephone company regulation 
limiting the operation of a private branch 
exchange (PBX), ruled that the regula- 
tion was valid and reasonable. The regu- 
lation provided that a building PBX 
might serve no more than four joint 
users. The commission quoted with ap- 
proval a New York commission decision 
in a similar case: 


The outstanding reasons to my mind, 
against the complainant’s contentions here, 
are found in a consideration of the situation 
which would exist if applications such as 
his were granted: 

(1) It would establish a third party be- 
tween the telephone company and the users 
of its service. 

(2) The middleman would use only such 


equipment as he considered necessary. 

(3) All of the company’s dealings with 
the real users of its service would have to 
be through the medium of this third party 
over which the company would have no con- 
trol, since presumably the middleman would 
not be considered a utility, 

(4) Many difficulties would be thrown in 
the way of providing efficient service, not 
only from the standpoint of the telephone 
utility but also in the way of regulation, and 
service complaints would undoubtedly multi- 
ply with very little chance of reasonable or 
timely correction and adjustment. 

(5) Further, if the practice were acknowl- 
edged and followed, there seems to be no 
limit to such utility service, because it could 
not be restricted to one building or a group 
of buildings or even to an entire city block. 


Building Industries Exhibit, Inc. v. Cin- 


cinnati & Suburban Bell Teleph. Co. 
(No. 13118). 


7 


State Power District Not Exempted from 
Charges under Power Act 


TS ruling of the Federal Power 
Commission that the Central 
Nebraska Public Power and Irrigation 
District must pay annual charges under 
the Federal Power Act (64 PUR NS 
263) has been upheld by the courts. The 


United States Circuit Court of Appeals 
affirmed the commission’s action, and 
the United States Supreme Court has 
refused to review the decision. 

The district, as pointed out by the 
court, had applied for a license after an- 
nual charges, duly reported to Congress, 
had been uniformly effective for many 
years. It had obligated itself to pay the 


65 


charges and had received vast grants and 
loans as a result. 

The court declared that the district 
could not assail the validity of that part 
of the Federal Power Act under which 
the rate of charges was originally estab- 
lished while it was asking the commis- 
sion to apply the exemption clauses of the 
same law. 

Exemption from payment of annual 
charges, the court continued, does not de- 
pend upon the character of the licensee 
but upon the extent to which power is 
sold without profit. 

Whether a licensee which is a public 
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corporation engaged in selling power to 
the public at a profit should or should 
not be exempt from annual charges was 
said to be a matter of legislative policy 


and not for the courts to decide. Cen- 
tral Nebraska Public Power & Irriga- 
tion Dist. v. Federal Power Commission, 
160 F2d 782. 


e 


Other Important Rulings 


HE Indiana Supreme Court ruled 

that where a transit company had 
started a proceeding in the circuit court 
to overturn a commission rate order, that 
court had full jurisdiction and the supe- 
rior court could not interfere by accept- 
ing a case against the company to prevent 
it from collecting fares different from 
those fixed in the rate order. State ex rel. 
Indianapolis Railways, Inc. v. Superior 
— of Marion County et al. 74 NE2d 


The North Carolina Supreme Court, 
in dismissing the appeal of a motor car- 
rier from a commission decision award- 
ing a certificate to a competitor, ruled 


that an applicant for a motor carrier cer- 
tificate who has no prior right to serve 
an area is not entitled to appeal from a 
commission decision denying his appli- 
cation and awarding the franchise to a 
competitor. North Carolina Utilities 
Commission v. McLean, 44 SE2d 210. 


The California commission, in award- 
ing a certificate of convenience and 
necessity for a common carrier vessel 
service for passengers, automobiles, and 
trucks, ruled that no direct commitments 
for the service need be shown providing 
general public need is demonstrated. Re 
Alexander (Decision No. 40304, Appli- 
cation No. 27797). 





Titles and Index 





Preprints in This Issue of Cases to Appear in 
PUBLIC UTILITIES REPORTS 





Michigan Gas & E. Co., Re 
Milwaukee Gas Light Co., 
Northern States Power Co., 
Northwestern Bell Teleph. Co., Re 
Piedmont Gas Co., Re 


Consolidation and merger—jurisdiction of 
Federal Power Commission, 18 ; munic- 
ipal plant facilities, 18. 

Corporations—participation by officers in 
reorganization, 20. 

Discrimination—resale of electricity, 15; 
flat charge to tenants, 15. 

Rates — Commission jurisdiction, 1, 31; 


Annual Digest. These Re 
NIGHTLY, as well as ad 





TITLEs 


Chenery Corp., Securities and Exchange Commission v. ........... (USSupCt) 20 
Federal Water & Gas Corp., Securities and Exchange Commission v. .. 
ee Deer Ga, ee Cet) Oe GN Ga i ccc teercersnscsccscccveseses (Ga) 15 


Public Utilities Reports (New Series) are published in five bound volumes annually, with an 
rts contain the cases preprinted in the issues of Pustic Urtititires Fort- 
itional cases and digests of cases. The volumes are $7.50 each; the 
Annual Digest $6.00. Public Utilities Reports also will subsequently contain in full or abstract 
form cases referred to in the foregoing pages of “Progress of Reguiation.’ 


(Cae 20 
(Mich) 31 


contract with municipality, 31; emer- 
gency increase, 26; equalization of in- 
terstate and intrastate telephone rates, 
1; fuel clause, 19; propane gas, 19; 
value of telephone toll service, 1. 
Return—telephone company, 1. 
Service —electric service to housing 
project, 15; resale of electricity, 15. 








JAN, 1, 1948 


66 





PUBLIC UTILITIES 
i REPORTS 


serve 
rom a 
a ppli- 
toa 
tlities 
10. 
—. SOUTH DAKOTA PUBLIC UTILITIES COMMISSION 

Bonne: 

, and 

nents Re Northwestern Bell Telephone Company 
iding 

. Re et al. 

l ppli- 





F-2166, F-2172, F-2174 
September 15, 1947 


PPLICATION for authority to adjust rates for intrastate tele- 
A phone exchange service wherein complaints against reason- 
ableness of intrastate toll rates were entertained; rate increase 
authorized, complaints dismissed. For earlier decision, see 

(1946) 66 PUR NS 140. 


§ 76 — Jurisdiction of Commission — Conformity of interstate and intra- 
state telephone rates. 

1. Whether the Commission may properly adjust intrastate telephone rates 

so as to bring them into conformity with interstate rates, where the short 

intrastate call happens to pass over a line also used for interstate messages, 

is a matter within the sound discretion of the Commission, p. 6. 


§ 135 — Reasonableness of telephone rates — Comparison. 

2. A comparison of intrastate telephone rates with intrastate rates in other 

states, as well as with interstate rates, is proper in determining the reasona- 

bleness of the rates, but the weight to be given such evidence is dependent 

upon similarity of conditions with respect to cost of service and other fac- 

tors, including a reasonable return upon plant investment in the unit or area 

established for rate-making purposes and over which the Commission has 

jurisdiction, p. 6. 

§ 134 — Reasonableness of telephone rates — Discrepancy between intra- 

state and interstate rates. 

3. The difference in the cost of interstate and intrastate telephone messages 

is a minor cost factor of competing business concerns, although one not to 
[1] 1 71 PUR NS 
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be ignored by the Commission in determining the reasonableness of intra- 
state rates, p. 8. 


Rates, § 135 — Reasonableness — Comparison. 
4. One of the rules to be followed in using comparative rate studies in de. 
termining the reasonableness of rates is that “like must be compared with 
like,” p. 9. 

Rates, § 134 — Reasonableness — Comparison — Guiding principles. 
5. A telephone company’s operating conditions, character of usage, value 
of service, investment as compared with volume of business available, local 
cost factors, and over-all revenue requirements must be considered where 
rate comparisons are used as a basis for determining the reasonableness of 
rates, p. 9. 

Rates, § 184 — Reasonableness — Burden of proof. 
6. A party alleging that rates are unreasonable and discriminatory has the 
burden to support such allegations by competent evidence, p. 9. 

Rates, § 583 — Reasonableness — Basis for determination. 
7. In pricing telephone toll service for the purpose of fixing rates, a direct 
air-line mileage between points not over forty miles apart was used, and 
above that distance a block and section system was used for determining 
distance which at times varies slightly from direct air-mile mileage, p. 11. 

Telephones, § 1 — Commission policy. 
8. Not only the policy of the law but that of Commissions is to make tele- 
phone service available to as many people as possible, p. 11. 

Service, § 433 — Telephone regulation — Commission policy. 
9. It has been the general policy of the Commission to encourage the ex- 
tension of exchange telephone service into every community and household 
of the state, p. 11. 

Rates, § 536 — Reasonableness — Value of telephone toll service. 
10. The value of toll service is an appropriate factor for consideration in 
fixing telephone toll rates, p. 11. 

Rates, § 135 — Reasonableness — Comparison. 
11. A mere comparison of rates unsupported by any evidence of similarity 
of operating conditions and costs has little probative value, p. 12. 


Return, § 113 — Telephone company — Confiscation. 
12. Telephone rates resulting in net earnings of only 1.96 per cent on book 
cost and working capital and 3.05 per cent on the depreciated value of the 
company’s investment in operating plant are confiscatory, p. 12. 


Rates, § 582 — Telephone — Factors considered. 
13. Operating conditions, density of traffic, investment in plant per toll 
message, revenue per message, geographical position and development with 
respect to use of toll lines, off-setting factors such as local advantage of 
businessmen in competing for business outside of the state, over-all revenue 
requirements, etc., all must be weighed and considered in determining the 
reasonableness of intrastate toll rates, p. 14. 


¥ 


APPEARANCES: Respondent North- its attorneys H. A. Poley, of Omaha, 
western Bell Telephone Company, by H. G. Burke, of Omaha, and Fred 
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Warren, of Sioux Falls; Roy D. 
Burns, Attorney, for the city of Sioux 
Falls; S. W. W. Carr, Traffic Man- 
ager, Traffic Bureau, Sioux alls; 
R. B. Willard, Secretary and Traf- 
fic Manager of the Mitchell Chamber 
of Commerce, in Docket F-2174; R. 
F. Williamson of Williamson & Wil- 
liamson, Aberdeen, representing inde- 
pendent telephone operators of the 
state; William Williamson, Assistant 
Attorney General, appearing in the 
public interest. 


By the Commission : On December 
12, 1946, the Northwestern Bell Tele- 
phone Company filed its application 
for authority to adjust its rates and 
charges for telephone exchange serv- 
ices furnished by it within the state 
of South Dakota. Prior to the filing 
of this application the Commission 
had been informally advised by the 
applicant that its net earnings had 
diminished until it was threatened by 
a substantial deficit for the year 1946, 
and that if the company were to re- 
main solvent and continue to render 
the services that the people of this state 
expected and were entitled to that an 
increase in telephone rates and charges 
was imperative. 

Prior to the filing of said application 
and after a conference with W. R. 
Johnson, vice president and general 
manager, and H. L. Frentress, gen- 
eral commercial manager of the North- 
western Bell Telephone Company, 
hereinafter referred to as Company, 
at the offices of the Commission, the 
Commission directed its engineer and 
accountant to make an exhaustive 
study of the Company’s financial sta- 
tus. As this study progressed and the 
investigation by the Commission pro- 


ceeded it became increasingly appar- 
ent that a considerable increase in the 
then current rates and charges would 
have to be authorized if the Company 
were to be taken out of the red and 
be allowed to earn a fair return on its 
investment in telephone plant used in 
rendering exchange and toll service 
within this state. Courts generally 
throughout the country, including our 
own supreme court, have held that a 
rate of return upon capital invested in 
telephone plant used in rendering pub- 
lic telephone service of less than 6 
per cent is confiscatory. To realize 
such a return upon the value of the 
Company’s plant in South Dakota, 
the Company asked for an advance in 
rates and charges sufficient to enable 
it to increase its revenue within the 
state approximately $1,000,000 an- 
nually. To accomplish this, a drastic 
revision of the rates upward would 
have become necessary. 


The Commission, therefore, under- 
took negotiations with Company offi- 
cials with a view to getting them to 
accept an increase in rates and charges 
which was estimated to yield approxi- 
mately one-half of what was original- 
ly requested by them. A statewide 
basis for fixing rates and consolidating 
exchange and toll for revenue and rate 
of return purposes was tentatively 
agreed upon. 

The Commission then requested the 
Company to file a formal application 
for an increase in rates in general con- 
formity with the tentative understand- 
ing arrived at and submit data and in- 
formation in the form of exhibits in 
support of said application. It was 
upon these exhibits and those prepared 
by its staff, which included the report 
of its engineer and statistician based 

71 PUR NS 





SOUTH DAKOTA PUBLIC UTILITIES COMMISSION 


upon a first hand study of the books, 
records, and files of the Company in 
its own offices, that the Commission 
based its report and order of December 
27, 1946, 66 PUR NS 140, increasing 
rates and charges effective on the sev- 
eral billing dates thirty days next fol- 
lowing the date of the order. It was 
estimated by the Commission that the 
increases granted in its order of De- 
cember 27, 1946, at the then prevailing 
cost of materials, supplies, and wages, 
would result in increasing the gross 
revenues of the Company approxi- 
mately $506,000 on an annual basis. 

Some complaint having been made 
by a few newspapers of the state be- 
cause the Commission had not given 
as much publicity to the application of 
the Company for an increase in ex- 
change telephone rates as they thought 
should have been given, the Commis- 
sion on its own motion reopened the 
case and set it down for public hearing 
on April 8, 1947. Thereafter, on ap- 
plication of the city of Sioux Falls 
dated March 28th, the hearing was 
postponed to May 20, 1947. Due toa 
strike the office and official personnel 
of the Company were compelled to 
operate switchboards and perform 
other manual labor thereby making it 
impossible for the Company to make 
the necessary preparation for the hear- 
ing fixed for May 20th. The hearing, 
thereupon, was further postponed to 
and heard at Pierre, on June 4, 5, 6, 
and 7, 1947. 

In the interim, the Mitchell Cham- 
ber of Commerce and the traffic bureau 
of Sioux Falls filed separate com- 
plaints alleging, among other things, 
that the Northwestern Bell Telephone 
Company publishes, demands, and col- 
lects rates and charges for the trans- 
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portation of intrastate toll messages 
which were, are, and will be, for the 
future unjust and unreasonable and 
in violations of the laws of this state. 
The Commission prior to the filing of 
these complaints having established 
a statewide system of fixing telephone 
rates and having consolidated ex- 
change and toll revenues for the pur- 
pose of determining the total revenues 
of said Company and the rate of re- 
turn upon telephone plant investment, 
it was agreed by all parties in interest 
that these complaints should be heard 
in connection with the hearing on the 
application of the Company and no- 
tices of hearing were issued accord- 
ingly. 

The notice of hearing in the above- 
entitled proceedings was served on 
the mayor or town clerk of each town 
at which there was a telephone ex- 
change of the Company and handed to 
the Press representatives which sent 
out a dispatch covering the matter, 
which dispatch was carried quite gen- 
erally by the daily newspapers in the 
state. 


Operating results for 1946 


At the time the Commission made 
its report the increased wage scale 
that the Company was compelled to 
grant in the early part of 1946 was 
not fully reflected in its expense account 
until the second quarter of 1946 and 
its operating expenses were not avail- 
able for the fourth quarter. The op- 
erating results for the year 1946 were, 
therefore, arrived at by using the data 
available for the second and third 
quarter as representative for the year 
and projecting these back to cover the 
first quarter and forward to cover the 
last quarter. Based upon the data at 
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hand a deficit for 1946 of $58,546 
was indicated, or percentage-wise of 
.44 per cent on value of plant and work- 
ing capital. . 
The actual result as shown by Re- 
spondent’s Exhibit 14 submitted at the 
hearing was a deficit of $61,096 for 
the last nine months of 1946. This 
stated on an annual basis would show 
a net loss for the year of $81,461. 
Respondent’s Exhibit 15, p. 2B, 
shows that the new rates granted by 
the Commission, based upon the busi- 
ness of the Company for the second 
and third quarter of 1946, stated on an 
annual basis, would result in an in- 
creased revenue of $506,000 annually. 
At the time the Commission made its 
report on December 27, 1946, supra, 
the operating result was not available 
for the fourth quarter. Exhibit 15, p. 
2A, shows that for the last nine 
months of 1946, stated on an annual 
basis, such new rates, had they been 
in force, would have resulted in an 
increased revenue of $512,612. How- 
ever, the actual net revenues after 
taxes and other minor adjustments 
would only have amounted to $355,- 
054. As of December 31, 1946, the 
book cost of the Company plant and 
equipment used in rendering intrastate 
service in South Dakota and working 
capital amounted to $13,983,456 
(Exhibit 13, p. 1A). The increased 
revenues had there not been an actual 
deficit of $81,461 would have yielded 
an annual return of 2.54 per cent on 
investment, plus working capital. 
When the deficit is deducted from such 
increased revenues the actual net is 
only $273,593 or 1.96 per cent on the 
book costs and working capital. De- 
ducting the depreciation reserve (Ex- 
hibit 16), which on December 31, 


1946, amounted to $5,012,260, from 
the book costs plus working capital 
we find the value of the Company’s 
plant used in rendering telephone serv- 
ice in South Dakota plus working 
capital at the close of the year 1946 
was $8,971,196. It is apparent, there- 
fore, that had the new rates granted 
by the Commission in December, 1946, 
been in force during that year, the 
Company would have realized only 
3.05 per cent upon its investment in 
South Dakota for 1946. As already 
stated, at the time it prepared its re- 
port, the Commission did not have 
before it the operating results for the 
last quarter of 1946. Upon the data 
then available the Commission esti- 
mated that if the new rates had been 
in force during 1946 that the Company 
would have earned 3.21 per cent upon 
its working capital and the book costs 


of its plant less the depreciation re- 
serve. 


On March .28, 1947, the city of 
Sioux Falls intervened and its city 
attorney, Roy D. Burns, made due 
appearance on its behalf and participat- 
ed in the proceeding throughout the 
hearing. The city of Sioux Falls had 
employed two expert auditors who 
spent a number of weeks in examining 
records, files, and reports deposited 
with this Commission by the Company 
and made an exhaustive study of the 
records and files of the Company at 
its home offices at Omaha. These audi- 
tors were present during the time that 
the respondent Company submitted its 
oral testimony and exhibits, but left 
before the conclusion of the case with- 
out being sworn as witnesses. The 
attorney for the city of Sioux Falls, 
however, on being asked by the Com- 
mission whether he had any testimony 
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to submit, stated that the city of Sioux 
Falls had employed two auditors who 
had examined the books and records 
of the Northwestern Bell Telephone 
Company and who had made a report, 
but that since such report correspond- 
ed substantially with the evidence al- 
ready submitted by the Company at 
the hearing no material purpose would 
be served by placing such auditors on 
the stand as witnesses. 

The examination of the records and 
files of the Company lodged with the 
Commission and of its books and rec- 
ords at Omaha, by the Commission’s 
staff of experts and the auditors re- 
tained by the city of Sioux Falls con- 
firmed the accuracy of the Company’s 
exhibits. It is apparent, therefore, 


that the record made at the hearing not 
only sustains the report and order of 


the Commission of December 27, 1947, 
supra, but demonstrates that the earn- 
ings of the Company are far below 
what has been found by courts and 
Commissions to be a fair return upon 
capital investment in telephone plant. 
As has already been noted, the Com- 
pany accepted the rates fixed by the 
Commission without prejudice to its 
filing of an application for a further 
increase should the results of future 
operations show that such rates are 
inadequate to produce a fair return 
upon its investment. 

Wide publicity was given to the 
report and order of the Commission 
between the time it was made public 
on December 27, 1946, supra, and the 
time of the hearing which was held on 
June 4 to 7, 1947. Notwithstanding 
this, virtually no complaints with re- 
spect to the Commission’s findings 
and order based thereon were received 
by the Commission from subscribers 
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to the Company’s service. It is signifi- 
cant, also, that no one appeared at the 
hearing to voice any objections either 
to procedure followed by the Commis- 
sion in arriving at its findings of fact 
and conclusions thereon as set forth 
in its report and order of December 
27th, or to the rates arid charges there- 
in authorized. 

Such report and order is fully sus- 
tained by this record and will be al- 
lowed to stand without change. 


Complaints with Respect to Toll Rates 


[1, 2] We come now to complaints 
filed by the Mitchell Chamber of Com- 
merce and the traffic bureau of Sioux 
Falls. The allegations of these com- 
plaints are identical and in substance 
allege that the Northwestern Bell Tele- 
phone Company publishes, demands, 
and collects rates and charges for the 
transportation or transmission of mes- 
sages by telephone within the state of 
South Dakota which were, are, and 
will be for the future unjust and un- 
reasonable in violation of SDC 52.- 
0208; that such rates unjustly prej- 
udice and discriminate against com- 
plainants’ members in violation of SDC 
52.0209 and 52.0230; that such rates 
and charges exceed those of corre- 
sponding rates for similar distances 
within contiguous states and also be- 
tween South Dakota and contiguous 
states and are prima facie unreasonable 
and in violation of SDC 52.0218; and 
that such Company charges and re- 
ceives greater compensation for the 
transportation of messages for shorter 
distances within South Dakota than 
for a longer distance over its telephone 
line, all or a portion of the shorter 
haul being included within the longer, 
in violation of SDC 52.0210. 
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These allegations are sweeping and 
catalogue practically every violation 
possible under our statute. 

In order to arrive at a conclusion-as 
to the validity of the complaints with 
respect to intrastate toll rates, we must 
have a clear and concrete understand- 
ing of the facts and situations that 
gave rise to the complaints. 

It is undisputed that the intrastate 
toll rates in at least 44 out of the 48 
states of the Union are higher than the 
prevailing interstate rates and that 
South Dakota is not an exception to 
this prevailing pattern. 


The case on behalf of the traffic 
bureau of Sioux Falls was presented 
by its traffic manager who submitted 
elaborate exhibits, identified for the 
record as numbers 40, 41, 42, and 43, 
to show the disparity that exists be- 
tween intrastate and interstate toll 
rates. He took the position in his oral 
testimony that the toll rates should be 
no higher in this state than the inter- 
state rates prevailing generally 
throughout the country. In that con- 
nection he pointed out examples of 
alleged prejudicial and discriminatory 
rates that worked to the disadvantage 
of Sioux Falls dealers and business- 
men who were in competition with men 
engaged in like business at such points 
as Sioux City, Iowa, and the Twin 
Cities of Minnesota, and which he in- 
sisted were in direct violation of the 
sections of the South Dakota Code of 
1939 enumerated in the 4th preceding 
paragraph. It is not possible within 
the compass of this report to review 
these exhibits, but an illustration or 
two will make clear the situations he 
has in mind. On page 14 of his Exhibit 
41 is a comparison of the telephone 
rate from Sioux Falls and from Sioux 


City to 17 South Dakota points. This 
shows a rate for a 3-minute person-to- 
person call from Sioux Falls to Aber- 
deen of $1.25 for a distance of 162 
miles, and from Sioux City to Aber- 
deen the rate for a like call is $1.15 for 
a distance of 235 miles. A like com- 
parison with Chamberlain shows a rate 
from Sioux Falls of $1.20 for 142 
miles, and from Sioux City a rate of 
$1.05 for 183 miles. However, it is 
clear from his own testimony and that 
of others that Sioux City suffers a 
similar disadvantage as against Sioux 
Falls when calling points in North- 
western Iowa and Southwestern Min- 
nesota in which territory Sioux Falls 
and Sioux City are also keen competi- 
tors. Sioux City has a slight advan- 
tage in that Iowa intrastate toll rates 
for like distances are generally 5 cents 
lower than the South Dakota rates. 


On page 15 of Exhibit 41 the wit- 
ness has set out what he terms typical 
examples of violations of the short-and 
long-haul provisions of § 52.0210. 


The comparison there is between 
South Dakota points and South 
Dakota points and points outside of 
this state, in other words, a compari- 
son between intrastate short-haul 
rates and interstate long-haul rates. 
This Commission has no jurisdiction 
of interstate rates and we doubt that 
the legislature intended that this sec- 
tion should cover such a situation 
as no state law can extend beyond 
the borders of the state. If the Com- 
mission were to adjust intrastate 
rates in all cases so as to bring them 
into conformity with the interstate 
rates where the short intrastate call 
happened to pass over a line also used 
for interstate messages it would result 
in a confusion of rates and no end of 

71 PUR NS 





SOUTH DAKOTA PUBLIC UTILITIES COMMISSION 


discrimination as between South 
Dakota people on intrastate messages, 
as it is manifest that not all South 
Dakota calls occur on lines which are 
a part of long-distance interstate lines. 
At any rate, whether this is permis- 
sible or not is a matter within the 
sound discretion of the Commission 
under the section in question. 

The primary contention of this 
witness both in his oral testimony and 
as indicated by his exhibits is based 
upon the premise that all that is neces- 
sary to prove to make out a prima facie 
case in support of his sweeping allega- 
tions is to show. that interstate rates 
are upon a lower level than intrastate 
rates. If that position is correct, the 
regulatory powers of this Commission 
so far as rates are concerned would 
end as the rates fixel by the Federal 
Communications Commission would 
control. True, a comparison of intra- 
state rates with the intrastate rates of 
other states is proper, and so is a com- 
parison with interstate rates, but the 
weight to be given such evidence is 
dependent upon similarity of condi- 
tions with respect to cost of service 
and other factors, including a reason- 
able return upon plant investment in 
the unit or area established for rate- 
making purposes and over which the 
sitting regulatory body has jurisdic- 
tion—in this case, the state of South 
Dakota. 

[3] The secretary-traffic manager 
of the Mitchell Chamber of Commerce 
stated that the use of the long-distance 
telephone is becoming more and more 
an essential part of doing business and 
that the chamber is not only interested 
in the amount of the telephone bills of 
its members but that such members 
were even more concerned with the 
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relationship of the rates which they 
pay for services within the borders of 
this state as contrasted with that paid 
by their competitors in adjoining states 
when calls are made to the cities within 
South Dakota for whose business they 
are competing. His contention is that 
businessmen in adjoining states have 
a distinct advantage over businessmen 
in this state due to the fact that they 
enjoy a lower rate from their point of 
business to South Dakota cities than 
is enjoyed by businessmen of this 
state. In support of this testimony he 
submitted Exhibit 44 in which he con- 
trasts intrastate rates within South 
Dakota with the rates prevailing in ad- 
joining states in which the defendant 
Company is doing business. Page 1 
of this exhibit contrasts the intrastate 
station-to-station rates of Iowa, Ne- 
braska, Minnesota, and North Dakota 
with those of South Dakota. It will 
be observed that for any given mileage 
the rate in the adjoining states named 
is 5 cents lower. This difference in 
rates would not appear to be sufficient 
to appreciably affect business relation- 
ships as between businessmen in the 
two states. The witness explained 
that the word “Other” at the top of 
each column of Exhibit 44 meant 
states other than South Dakota in 
which the Northwestern Bell Tele- 
phone Company is rendering long-dis- 
tance service. Pages 4 and 5 of this 
exhibit contain comparisons of intra- 
state rates from Mitchell to 31 South 
Dakota points with interstate rates 
from Sioux Ciy, Fargo, Twin Cities, 
Omaha, and Denver. 

In all cases the intrastate rates are 
higher per mile and generally irrespec- 
tive of the number of miles the message 
is carried. To the extent that toll lines 
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are used by businessmen in adjoining 
states to obtain business in South 
Dakota cities in which Mitchell busi- 
nessmen seek patronage, the out-state 
businessman has an advantage, but 
as noted in the case of Sioux Falls the 
South Dakota businessman has the 
same advantage in doing business in 
an adjoining state as against a com- 
peting businessman in such state. 

No attempt was made by any party 
to the record to show the extent of the 
use of the telephone by businessmen in 
or out of the state in competing for 
business in a foreign state. It is cer- 
tain, however, that the differences in 
the cost of telephone messages of this 
type is a minor cost factor of compet- 
ing business concerns, though certain- 
ly one not to be ignored by any regu- 
latory body. 

There was some suggestion made by 
the complainants that the allocations 
of revenue from interstate calls to the 
local exchanges were inadequate, but 
no testimony was submitted in support 
of inadequacy, if any exists. The 
secretary of the South Dakota Inde- 
pendent Telephone Association, who is 
also the owner and operator of the Del- 
mont, South Dakota, Telephone Com- 
pany, but who operates no toll lines, 
testified that he thought the division of 
revenue paid to the independent com- 
panies for handling long-distance 
calls was fair and adequate. His Ex- 
hibit 36 shows the method used to 
compute the division. He also stated 
that during the year he had served as 
secretary of the association he had not 
had any complaints with reference to 
the present toll rates in this state. 

[4-6] We have already adverted to 
the rule of evidence with respect to 
the weight to be given to comparative 


rate studies. These studies are always 
a factor, and frequently the main fac- 
tor, in determining the reasonableness 
of rates and whether or not they are 
preferential or discriminatory, but 
Commissions and courts through the 
years have gradually evolved what 
has now become well-established rules 
of evidence that must be observed if 
correct conclusions are to be arrived 
at. One of these rules that must 
never be lost sight of is that “like must 
be compared with like.” Another 
equally well-established rule is that 
where rate comparisons are used as 
a basis for determining the reasonable- 
ness of rates and whether they result 
in unreasonable discriminations, etc., 
the operating conditions, character of 
usage, value of service, investment as 
compared with volume of business 
available, local cost factors and over- 
all revenue requirements, must be con- 
sidered, and the burden is upon him 
who asserts unreasonabieness and dis- 
crimination, to support such allega- 
tions by competent evidence. 

The only person who dealt with the 
operating conditions and cost factors 
and made comparisons between this 
and adjoining states was the general 
commercial manager of the respondent 
Company. Among the differences of 
operating conditions which the witness 
said justified higher toll telephone 
rates in South Dakota as compared 
with surrounding states in which said 
telephone company furnished _ toll 
service, were the following: 

“For one thing we must consider 
the economic characteristics of a state 
including population density. This 
affects the usage of the various serv- 
ices as well as the cost of rendering a 
statewide telephone service. South 
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Dakota is predominantly an agricul- 
tural state and does not have large 
centers of population. The population 
is widely scattered in a majority of the 
area of the state. The total population 
per square mile of territory in South 
Dakota, according to the 1940 Federal 
Census, was 8.4 as compared to an 
average of 25.8 in the other four states 
of this Company’s territory, and 44.2 
as compared with the United States 
as a whole. 43 per cent of the 
main telephones served by this Com- 
pany in South Dakota are in ex- 
changes of less than 1,000 main tele- 
phones, while in the rest of this Com- 
pany’s territory only 14 per cent are in 
exchanges of this size. Seventeen per 
cent of the main telephones of this 
Company in South Dakota are in ex- 
changes of more than 10,000 main 
telephones compared with 53 per cent 
in the other four states in which this 
Company operate. North Dakota has 
a similar figure of 21 per cent On the 
average, 705 telephones per exchange 
are served by this Company in South 
Dakota compared with 2,377 tele- 
phones in the other states. Toll plant 
required to provide long-distance serv- 
ice in South Dakota is greater in re- 
lation to the volume of long-distance 
business than in the other states of 
this Company. To illustrate that, in 
1946 there were 602 of gross originat- 
ing tolls per mile of toll pole line in 
South Dakota compared with 1,724 
per mile in the other states. Fifteen 
per cent of the telephones owned by 
this Company in South Dakota are lo- 
cated in rural areas compared to only 
5.5 per cent in the other states. This 
becomes a significant factor because of 
the comparatively high cost of fur- 
nishing rural telephone service due to 
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the greater distances involved, greater 
investment in outside plant, and high- 
er maintenance cost in plant of this 
nature.” 

Questioned with respect to condi- 
tions in North Dakota, the witness 
said, “While the volume of toll busi- 
ness originating in the two states is 
almost identical, there are 3,859 miles 
of toll pole line used to furnish service 
in the state of North Dakota compared 
with 4,240 miles in the state of South 
Dakota. The miles of long-distance 
circuits required to handle message toll 
business in South Dakota are 43,892 
compared to 36,186 in North Dakota.” 
And the witness added “Despite com- 
parisons of this nature, the problem we 
are dealing with in this proceeding is 
the charges for service in South Da- 
kota as related to the over-all revenue 
requirements of the Company in this 
state.” The record shows that the 
result of reducing South Dakota in- 
trastate toll rates to the level of inter- 
state rates would reduce revenues ap- 
proximately $365,000 annually and be 
equivalent to reducing the charges for 
main telephones approximately $5 a 
year per telephone. Such a reduction 
in toll rates would have the effect of 
practically wiping out the prospective 
revenue from the increased rates 
granted by the Commission in its 
December, 1946, decision. It is per- 
fectly obvious, therefore, upon the rec- 
ord that any adjustment downwards 
of toll charges in this state would make 
it necessary to increase exchange rates 
sufficiently to make good the loss in 
revenue by such reduction. The Com- 
mission does not believe that the re- 
duction proposed by the complainants 
would be in the interest of the public 
generally throughout the state, but 





reater 
high- 
f this 


ondi- 
itness 
busi- 
tes is 
miles 
rvice 
pared 
south 
tance 
e toll 
3,892 
ota.” 
com- 
n we 
ig is 
Da- 
enue 
this 
the 
| in- 
iter- 
; ap- 
d be 
; for 
Sa 
tion 
t of 
tive 
ates 
its 


RE NORTHWESTERN BELL TELEPH. CO. 


that on the contrary, it would result 
in many people now having telephones 
being compelled to ask that they be 
removed thereby still further reducing 
revenues. The Commission is of the 
view that under existing operating 
conditions in South Dakota, a reduc- 
tion in intrastate toll telephone rates 
is not justified, and it so finds. 


Discussion of Evidence 


[7-10] In pricing telephone toll 
service for the purpose of fixing rates, 
a direct air-line mileage between points 
not over 40 miles apart is used. Above 
that distance a block and section sys- 
tem is used for determining distance 
which at times varies slightly from di- 
rect air-line mileage. The cost of 
transmission, however, is necessarily 
governed by the route over which the 
message actually passes. 

Not all Commissions follow the 
same policy in fixing reasonable rates 
nor exactly the same standards. As 


all major telephone companies have 


for many years followed the uniform 
system of accounting prescribed by 
public authority, it is not a difficult 
matter to determine the over-all reve- 
nue needs of such companies, but the 
methods of supplying such needs differ 
in the various states of the Union. 
The present toll and rate schedules in 
the several states of the Union reflect 
in varying degrees the impact of local 
service conditions, toll business char- 
acteristics, cost of service, and rate- 
making policies of state Commissions. 
Message toll rates designed to fit serv- 
ice conditions existing in a specified 
state and to produce a given amount of 
revenue will not be appropriate nor 
produce the same revenue results in 
another state or area where service 


and operating factors are different. A 
witness for the respondent stated that 
" message toll service is priced 
in relation to the character of usage, 
cost of furnishing service, value of the 
service, development of local and toll 
service, and the over-all revenue re- 
quirements from all intrastate services 
in a given state.” From the Company’s 
standpoint this basis for determining 
rates would appear fairly adequate, 
but other matters and factors enter 
into Commission prescribed rates. 
Such factors are often local in char- 
acter and have to do with policies re- 
lating to public welfare. Public wel- 
fare and the all-over good of a com- 
munity are not always forwarded by 
a scientific approach to the fixation of 
rates. Not only the policy of the law 
but that of Commissions is to make 
telephone service available to as many 
people as possible. The household 
telephone is primarily an instrumental- 
ity of social intercourse and a con- 
venience while that of a business estab- 
lishment is an instrumentality of finan- 
cial gain and profit. Of the two it is 
quite possible that the former has 
greater human values than the latter 
and is therefore to be encouraged. 
Should residence rentals for telephones 
be materially increased it is highly 
probable that many now enjoying this 
facility would be obliged to forgo its 
use. At any rate, it has been the gen- 
eral policy of this Commission to en- 
courage the extension of exchange 
service into every community and 
household of the state. This cannot 
be done except at the lowest possible 
rates consistent with a fair return to 
telephone companies. The general 
installation of exchange telephones 
also contributes very materially to the 
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value of the use of toll service. With- 
out the widespread use of exchange 
stations, the value of toll service would 
be greatly diminished. This value is 
an appropriate factor for consideration 
in fixing toll rates. 

Complaint is made because rates in 
South Dakota are 5 cents higher per 
message than in North Dakota, Iowa, 
Minnesota, and Nebraska. We have 
already called attention to some of the 
conditions which justify higher rates 
in this state and need not dwell upon 
the matter further here. But the main 
emphasis of the complainants is placed 
upon the assertion that the state toll 
rates are unreasonable and discrimina- 
tory because they are higher than in- 
terstate toll rates. No attempt is 
made to show that the state rates are 
unreasonable per se or that they are 
higher than revenue requirements 


make indispensable. The fact that the 
cost of rendering toll service in this 
state, mile for mile, greatly exceeds 


interstate service is ignored. It is 
manifest upon the record that the load 
carried by South Dakota lines as com- 
pared with the interstate Long Lines 
is very light. The cost of constructing 
and maintaining telephone line in 
South Dakota per mile is fairly com- 
parable with that of other states, but is 
greater per wire carried than for the 
Long Lines. The investment per mes- 
sage is very much greater. Employees 
are not kept as busy. This consti- 
tutes another cost factor. The Long 
Lines cover distances up to 3,000 miles 
with an average haul of 388 miles 
with very little traffic under 49 miles. 
The bulk of South Dakota traffic is 
short-haul business, 71 per cent being 
under 49 miles. The average revenue 
per message is 50.6 cents; that of the 
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Long Lines is 181 cents. The Long 
Lines also lend themselves to certain 
economies such as the use of carrier 
circuits and coaxial cable which tends 
to reduce the cost per circuit mile. 
These improvements are prohibitive in 
cost for short hauls and light traffic. 
This becomes evident when it is re- 
membered that the average number of 
circuits per route mile for the Long 
Lines is 283 as compared with only 11 
circuits per route mile in this state. 

While complainants to some extent 
rest their case upon a comparison of 
the toll rates currently in effect in 
South Dakota and the four other states 
in which the respondent operates, they 
rely chiefly upon a comparison of the 
intrastate rates with the prevailing in- 
terstate Long Line rates. Even con- 
ceding that such a showing makes out 
a prima facie case of unreasonableness, 
prejudice or preference, where nothing 
more appears in the record, no such 
prima facie case appears upon this 
record. 

[11, 12] It needs no citation of au- 
thority to say that a mere comparison 
of rates unsupported by any evidence 
of similarity of operating conditions 
and costs has little probative value and 
such declaration of the statute loses 
much of its force where it is conceded 
by all parties to the record that the 
Northwestern Bell Telephone Com- 
pany operated at a substantial loss 
during the year 1946 and would now 
be so operating but for the increases 
granted in the early part of this year. 
Based upon the business of 1946, the 
increase granted, according to the un- 
disputed evidence of record, will re- 
sult in net earnings of only 1.96 per 
cent on the book costs and working 
capital and 3.05 on the depreciated 
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value of the Company’s investment in 
operating plant in South Dakota. The 
element of confiscation is therefore 
present. " 

Complainants cite in support of 
their position Turner Creamery Co. 
v. Chicago, M. & St. P. R. Co. (1915) 
36 SD 310,.PUR1916A 1083, 154 
NW 819. It would seem clear, how- 
ever, that this case affords little sup- 
port for their contention as the court 
was careful to point out that its deci- 
sion rested upon the fact that the rail- 
road company, with respect to the rates 
complained of, charged a higher rate 
than it did for transporting like com- 
modities, under similar conditions, 
over the same line for greater dis- 
tances within the state. 

The only other case cited is Bell 
Teleph. Co. of Pennsylvania v. Public 
Utility Commission (1939) 135 Pa 
Super Ct 218, 28 PUR NS 266, 5 
A2d 410. In this case the plaintiff 
expressly disclaimed that confiscation 
was involved and the record showed 
that the revenues of the Company 
were as a whole adequate to meet con- 
stitutional requirements. The Penn- 
sylvania court sustained the Commis- 
sion in reducing the intrastate rates 
involved to the interstate levels. 
Here, however, operating conditions 
and other relevant factors were shown 
to be similar as applied to both intra- 
state and interstate toll telephone mes- 
sage traffic. But in order that its opin- 
ion might not be open to misconstruc- 
tion as a precedent for future decisions, 
it qualified its ruling by saying that 
“The mere fact that rates of one 
telephone company differ from those 
of another does not constitute dis- 
crimination,” and again, “A difference 
of rates of a telephone company in 


statewide and nationwide scales, of 
itself, would not support a finding of 
discrimination.” It also recognized 
that a difference in rates is justified by 
a difference in circumstances but said 
that in the case before it the only dif- 
ference was that the interstate actually 
furnished more service than the intra- 
state lines. 

In this connection it might be well 
to call attention to the ruling of the 
United States Supreme Court in the 
case of Louisville & N. R. Co. v. Eu- 
bank (1902) 184 US 27, 46 L ed 416, 
22 S Ct 277. This involved § 218 
of the Constitution of Kentucky which 
prohibits a common carrier from 
charging more for a shorter than for 
a longer haul, and is couched in lan- 
guage almost identical with that em- 
ployed in SDC 52.0210. Complaint 
was made that the Railroad Company 
charged less for freight from Nash- 
ville, Tennessee, running north 
through Franklin, Kentucky, and con- 
tinuing to Louisville, Kentucky, a dis- 
tance of 185 miles, than from Frank- 
lin to Louisville, and that the distance 
from Franklin, Kentucky, to Louis- 
ville, Kentucky, over the defendant’s 
line, is 134 miles, and is included in 
and a part of the distance of 185 miles 
from Nashville to Louisville. Repara- 
tion was sought for overcharges. The 
defendant company demurred to the 
complaint setting up among other 
things that the Constitution of Ken- 
tucky applied only to railway lines 
within the state and had no extra- 
territorial effect and that such rates 
were not and could not become unlaw- 
ful under the long-and short-haul laws 
of Kentucky, and that the effect of 
such a holding would be to regulate 
interstate commerce. The state 
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court granted judgment on the plead- 
ings against the railroad company for 
$188.81 and costs. Appeal was taken 
to the United States Supreme Court. 
This court, in disposing of the case, 
said that the effect of the state court’s 
decision was to hold that “the state 
Constitution is not confined to a case 
where the long and short hauls are 
both within the state of Kentucky, but 
that it extends to and embraces a long 
haul from a place outside of to one 
within the state, and a shorter haul be- 
tween points on the same line and in 
the same direction, both of which are 
within the state” (184 US at p. 33) 
and held that the Constitution of Ken- 
tucky as so construed was a violation 
of the Constitution of the United 
States, as it directly interfered with in- 
terstate commerce. The court said 
further that “The vice of the provision 
(in state Constitution) lies in the reg- 
ulation of the rates between points 
wholly within the state, by the rates 
which obtain between points outside 
of and those which are within the 
state” (184 US at p. 41) and reversed 
the state court. 

The sine qua non of the case is the 
utter lack of any showing that like is 
compared with like when the com- 
plainants attempt to bottom their case 
upon a comparison of intrastate toll 
rates with the Long Line interstate 
rates. True, one witness did compare 
the intrastate rates complained of by 
the prevailing rates in the four ad- 
jacent states in which the Company 
does business, but differences in con- 
ditions shown amply justify a rate of 
5 cents a call greater in South Dakota 
than in the other states. The situation 
would also be quite different if the pro- 
posed reduction of toll rates within 
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the state would not drive the income 
of the Company and its rate of return 
upon capital investment far below the 
point of reasonableness. 

The case of Mountain States Teleph. 
& Teleg. Co. v. Public Service Com- 
mission (1943) 105 Utah 230, 51 
PUR NS 275, 142 P2d 873, is prac- 
tically on all fours with the case now 
under consideration. That case in- 
volved an application for a reduction 
of intrastate toll rates based upon alle- 
gations of discrimination by reason of 
the local rates being higher than those 
in adjoining states and greater than 
the prevailing interstate rates. Ex- 
hibits were offered in evidence by com- 
plainants showing that the toll rates 
prevailing in Utah were higher than 
in other states ‘and the prevailing in- 
terstate rates which were and are 
based upon the Long Line rates of A. 
T. & T. Co. usually referred to as the 
American Company. The Public 
Service Commission reduced the in- 
trastate toll rates to the level of the 
interstate rates in the face of a~show- 
ing by the telephone company that 
there was a substantial difference in 
operating conditions between inter- 
state and intrastate telephone toll traf- 
fic ([Utah 1942] 45 PUR NS 332). 
The court on appeal held that a tele- 
phone company cannot be deprived of 
its constitutional right to a fair return 
on its toll properties by designating 
the proceeding a discrimination case, 
and that it having been shown that a 
difference in operating conditions ex- 
isted as between intrastate and inter- 
state toll traffic, such difference could 
not be ignored by the Commission. 
The order of the Commission was set 
aside and the case remanded. 


[13] Upon the entire record the 
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RE NORTHWESTERN BELL TELEPH. CO. 


Commission finds and concludes that 
while the legislative provisions which 
complainants allege have been and are 
being violated are remedial in char-- 
acter and intended to prevent discrim- 
inations as between users of common 
carrier services, they have reference 
to preferences and discriminations 
which are undue, unjust and unrea- 
sonable under the existing circum- 
stances. Operating conditions, den- 
sity of traffic, investment in plant per 
toll message, revenue per message, 
geographical position and development 


with respect to use of toll lines, off- 
setting factors such as local advantage 
of businessmen in competing for busi- 
ness outside of state, over-all revenue 
requirements, etc., all must be weighed 
and considered. Smyth v. Ames 
(1898) 169 US 466, 42 L ed 819, 18 
S Ct 418. So weighed and considered, 
we find and conclude that upon the rec- 
ord the petitions of the Mitchell Cham- 
ber of Commerce and the Sioux Falls 
traffic bureau should be denied. 

Let an order be entered according- 


ly. 








GEORGIA PUBLIC SERVICE COMMISSION 


D. L. Stokes & Company, Incorporated 


v. 


Georgia Power Company 


File No. 19314, Docket No. 8672-A 
October 28, 1947 


OMPLAINT by operator of housing project against change in 
> electric rate schedule applicable to wholesale purchase of 
electric service by public agencies and institutions for redistribu- 

tion; dismissed. 


Service, § 169 — Resale of electricity — Housing project. 
1. A provision in a rate schedule for the wholesale purchase of electric 
service by public agencies and institutions for redistribution should not be 
made applicable to a housing-project owner proposing to furnish electric 
service to tenants and to include the cost in the rental charge, p. 17. 


Service, § 169 — Resale to ultimate consumer. 
2. All utility service should be supplied to the ultimate consumer by the 
utility serving an area, in that way insuring uniform cost of service to all 
consumers of the same class and insuring, under Commission control, reliable 
and adequate service, p. 17. 

Discrimination, § 64 — Flat charge to tenants — Electricity. 
3. The resale of electric service by a landlord to tenants, at a flat charge 
contained in the rent, represents discrimination between users of electricity 
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GEORGIA PUBLIC SERVICE COMMISSION 


because the same charge is collected irrespective of the amount of use, 


p. 17. 


APPEARANCES: George Brannon, 
Roy S. Drennan, D. L. Stokes, R. W. 
Davis, and C. T. Conyers, for D. L. 
Stokes & Company; Chas. S. Ham- 
mond and E. F. Pearce, for Georgia 
Power Company; N. Knowles Davis, 
Chief Engineer, and R. B. Alford, 
Service Engineer, for the Commission. 


By the Commission: Electric Rate 
Schedule “C-5” of Georgia Power 
Company is applicable to the whole- 
sale purchase of electric service by 
Federal, state, and municipal agencies 
and institutions for redistribution. 


This rate is applicable and has been 
made available to low rental housing 
projects constructed by Federal agen- 
cies and operated by Municipal Hous- 


ing Authorities. On March 27, 1947, 
Georgia Power Company filed a revi- 
sion in rate schedule “C-5” removing 
from its applicability clause the former 
reference to low rental housing pro- 
jects and D. L. Stokes & Company, 
Inc. made complaint to the Commis- 
sion on July 28, 1947, that this revi- 
sion served to deny the rate to a hous- 
ing project they contemplated building 
and that such revision should be can- 
celed. This complaint was heard by 


the Commission on September 24, 
1947. 

At the hearing representatives of 
complainant described their proposed 
plans with reference to supply of util- 
ity services to a large housing project 
being developed near Piedmont road 
and Lindbergh drive whereunder it is 
proposed to furnish electric service to 
all tenants, the cost thereof to be in- 
cluded in the rental charge. Com- 
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plainant contended that since the proj- 
ect was beyond the corporate limits of 
the city of Atlanta the owner of the 
project would have to provide street 
lighting and that it would be more 
economical and beneficial to the com- 
plainant if all electric service could be 
purchased at wholesale. According to 
the complainant, the added rental 
charge for electric service in total 
would be in excess of the actual cost 
of electric energy purchased at whole- 
sale and the excess would be used to 
amortize the complainant’s investment 
in the electric distribution system and 
in the major electrical appliances pro- 
vided to the tenants. 

Representatives of the Georgia 
Power Company argued that the pro- 
vision of electric service to the opera- 
tor of a housing project at wholesale 
for redistribution in effect made such 
operator a public utility. They fur- 
ther insisted that Rate Schedule “C- 
5” had never been made available to 
any privately owned housing project, 
its application being restricted entire- 
ly to governmental financed and op- 
erated low cost housing. They in- 
sisted that the revision of Rate “C-5” 
filed on March 27, 1947, did not alter 
its applicability to the project in ques- 
tion, since the rate was not applicable 
prior to the revision, and they stated 
further that the revision was made 
simply for the purpose of clarification. 
When questioned with respect to the 
availability of their General Service 
Rate Schedule “B-8,” the company re- 
plied that, although this rate had been 
applied to the total electric require- 
ments of single buildings, purchased 
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D. L. STOKES & CO., INC. v. GEORGIA POWER CO. 


through a single meter, the rate had 
never been applied to the purchase of 
electric energy for redistribution to a 
multiple number of buildings. The 
project contemplated by D. L. Stokes 
& Company involves the construction 
of a large number of buildings with 
relatively few apartments in each 
building, and D. L. Stokes & Com- 
pany wishes to purchase the electric 
requirements of the entire project 
through one meter. Representatives 
of the complainant indicated that the 
separate application of Rate “B-8” to 
each building would not be of benefit 
to them. As a matter of fact, separate 
meters for each individual building 
would increase the cost of electric 
energy above the average rate that 
would result from the individual ap- 
plication of the residential rate of the 
company to each apartment unit. 


[1-3] In the past the Commission 


has received numerous complaints 
from tenants who were at the time re- 
quired to purchase their electrical 
requirements from their landlord and 
this situation does not lend itself to 
efficient regulation by the Commission. 
It is the opinion of the Commission 
that all utility service should be pro- 
vided to the ultimate consumer by the 
utility serving the area, in that way in- 


suring uniform cost of service to all 
consumers of the same class. The 
question of reliability and adequacy of 
service is also of importance and Com- 
mission control over public utilities 
will insure provision of good service 
at reasonable cost, which may not be 
realized if utility service is provided 
through an intermediate party. It fur- 
ther appears that the provision of elec- 
tric service at a flat charge (contained 
in the rent) represents discrimination 
between the users of the service, be- 
cause the same charge would be col- 
lected irrespective of the amount of 
use. Furthermore, this method of 
charging for electric service will un- 
doubtedly encourage wasteful use to 
an extent that would substantially re- 
duce or even wipe out the margin of 
profit calculated by complainant on the 
resale of electric energy. It is the 
opinion of the Commission, therefore, 
that this complaint should be dismissed. 
Wherefore, it is 

Ordered that the complaint of D. L. 
Stokes & Company on the revision of 
electric service rate Schedule “C-5,” 
and on their inability to purchase their 
electric requirements through one 
meter on either rate Schedule “C-5” 
or rate Schedule “B-8” be and the 
same is hereby dismissed. 
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FEDERAL POWER COMMISSION 


Re Northern States Power Company 


Docket No. IT-6042 
June 27, 1947 


PPLICATION by power company for authority to merge and 
A consolidate facilities of municipal electric plant; dismissed 
for want of jurisdiction. 


Consolidation, merger, and sale, § 4.4 — Jurisdiction of Federal Power Commis- 
sion — Municipal plant facilities. 
The merger or consolidation of the electric distribution system of a mu- 
nicipality into the facilities of an electric company does not constitute a 
merger or consolidation of the company’s facilities subject to the juris- 
diction of the Commission “with those of any other person” within the 
meaning of § 203(a) of the Federal Power Act, 16 USCA § 824b(a). 


By the Commission: Northern 
State Power Company (“Northern 
States”), a corporation having its 
principal business office at Eau Claire, 
Wisconsin, on March 3, 1947, filed 
and application for an order pursu- 
ant to § 203 of the Federal Pow- 
er Act, 16 USCA § 824b, authorizing 
the merger and consolidation into its 
own facilities the electric distribution 
system of the city of Colby, Wisconsin. 

It appears to the Commission that: 

(a) Northern States proposes to 
merge or consolidate into its own fa- 
cilities the electric distribution system 
of a municipality, the city of Colby, 
Wisconsin. 

(b) The proposed merger or con- 


solidation does not constitute a merger 
or consolidation of applicant’s facili- 
ties subject to the jurisdiction of this 
Commission ‘“‘with those of any other 
person” within the meaning of § 203 
(a) of the Federal Power Act. 

The Commission finds that: 

The proposed merger or consolida- 
tion of the electric distribution system 
of the city of Colby into and with the 
facilities of Northern States is not sub- 
ject to the provisions of § 203 of the 
Federal Power Act. 

The Commission orders that : 

The aforesaid application of North- 
ern States dated March 3, 1947, be 
and the same hereby is dismissed for 
want of jurisdiction. 
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RE PIEDMONT GAS CO. 


NORTH CAROLINA UTILITIES COMMISSION 


Re Piedmont Gas Company 


Docket No. 3875 
October 1, 1947 


PPLICATION for authority to supplement gas rate schedule 
with a fuel clause; granted subject to conditions. 


Rates, § 303 — Fuel clause — Propane gas cost. 
A gas company operating at a loss may incorporate a fuel clause in its rate 
schedule, without formal hearing but subject to hearing and review upon 
complaint, upon a showing that the cost of its propane gas supply has in- 
creased substantially since the present rate schedule was approved. 


By the Commission: In this case 
the Piedmont Gas Company comes be- 
fore the Commission and asks that it 
be granted authority to supplement its 
present rate schedule with the follow- 
ing fuel clause: 

The rates in this schedule are based 
on the cost of propane gas at 7} cents 
per gallon delivered at company’s 
plant. For each $ cent increase above 
74 cents per gallon the rate charges 
above shall be increased 7 cents per 
thousand cubic foot; likewise for each 
$ cent decrease in cost per gallon, be- 
low 74 cents per gallon above rates 
shall be decreased 7 cents per thousand 
cubic foot. 

In its application the company states 
that it is now paying 9 cents per gal- 
lon for propane gas which cost only 
74 cents per gallon when present sched- 
ule was approved causing an increase 
in cost of about $1,350 per month. It 
also presented a financial statement 
showing that in June, last, the com- 
pany had a deficit of $661.72; in July, 
a deficit of $1,531.59; and in August, 
a deficit of $1,154.07 making an ag- 


gregate loss for the three months of 
$3,347.38. This statement shows that 
but for the profit made on merchandise 
during this period the net loss would 
have been $8,806.97. 

In view of this loss the company de- 
clares that it is facing a financial emer- 
gency which should receive immediate 
attention from this Commission with- 
out formal hearing. 

It was quite evident to the Com- 
mission that a financial emergency 
does exist in the affairs of the company 
and that prompt action should be taken 
to prevent the threat of a shutdown 
of the plant and further loss as it is 
quite evident to the Commission that 
the company cannot continue to op- 
erate at the losses being sustained, 
therefore, the Commission is of the 
opinion that the company should be 
permitted to amend its present sched- 
ule by including in it the proposed fuel 
clause without a formal hearing but 
subject to hearing and review upon 
complaint, therefore 

It is ordered, that the Piedmont Gas 
Company is hereby authorized to 
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amend its present schedule by incor- 
porating in said schedule the proposed 
fuel clause, the amended schedule to be 
effective on billings on and after Oc- 
tober 1, 1947. 

It is further ordered, that this emer- 
gency order is subject to change by the 
Commission upon further investiga- 
tion and will be modified if such ac- 
tion is deemed necessary without a 
hearing. 

It is further ordered, that if upon in- 
vestigation the Commission finds that 


the said fuel clause herein allowed pro- 
duces an excessive charge as a whole 
or in part, then the amount of excess 
collected by said Piedmont Gas Com- 
pany which the Commission finds to 
be excessive shall be refunded to the 
consumers in the manner prescribed 
for in General Statutes, Volume 3, 
§§ 61-71. 

This order is accepted by the said 
Piedmont Gas Company subject to 
conditions herein set forth. 





UNITED STATES SUPREME COURT 


Securities and Exchange Commission 


vz. 


Chenery Corporation et al. 


No. 81 


Securities and Exchange Commission 


Federal Water & Gas Corporation 


No. 82 
— US —, 92 L ed —, 67 S Ct 1760 
October 6, 1947 


ISSENTING opinion by Mr. Justice Jackson, concurred in by 

Mr. Justice Frankfurter, from decision is Securities and 
Exchange Commission v. Chenery Corp. (1947) — US —, 91 
L ed —, 69 PUR NS 65, 67 S Ct 1575, reversing decision of cir- 
cuit court of appeals, which reversed order of Securities and 
Exchange Commission denying participation by officers and 
directors on a parity with other stockholders in a reorganization. 
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SECURITIES AND EXCHANGE COM. v. CHENERY CORP. 


Corporations, § 22 — Reorganization — Participation by officers and directors — 


Dealing in corporation stocks. 


Discussion, by dissenting justices of Supreme Court, of the lawfulness of 
an order of the Securities and Exchange Commission, in a reorganization 
proceeding under the Holding Company Act, denying to officers and direc- 
tors equal participation with other stockholders because of their acquisition 
of stock, on the open market, without violation of law, judicial precedent, 
regulation, or rule of the Commission, while reorganization proceedings 


were pending, p. 21. 


Appeal and review, § 28.9 — Securities and Exchange Commission order — Defer- 
ence to administrative experience. 
Discussion, by dissenting justices of Supreme Court, of the theory of defer- 
ence to administrative experience in reviewing an order of the Securities 
and Exchange Commission denying to officers and directors equal participa- 
tion with other stockholders in a reorganization, p. 22. 


Commissions, § 16 — Administrative discretion — Legal restrictions. 


Discussion, in dissenting opinion of Supreme Court justices, of the ques- 
tion of exercising administrative discretion without the sanction of law or 


in disregard of the law, p. 25. 


Mr. Justice JACKSON, dissenting: 
The court by this present decision sus- 
tains the identical administrative or- 
der which only recently it held invalid. 


Securities and Exchange Commission 
v. Chenery Corp. (1943) 318 US 80, 
87 L ed 626, 47 PUR NS 15, 63 S Ct 
454. As the court correctly notes, the 
Commission has only “recast its ra- 
tionale and reached the same result.” 
Par. 1.1 There being no change in the 
order, no additional evidence in the 
record and no amendment of relevant 
legislation, it is clear that there has 
been a shift in attitude between that 
of the controlling membership of the 
court when the case was first here and 
that of those who have the power of 
decision on this second review. 

I feel constrained to disagree with 
the reasoning offered to rationalize 


this shift. It makes judicial review 
of administrative orders a hopeless 
formality for the litigant, even where 
granted to him by Congress. It re- 
duces the judicial process in such cases 
to a mere feint. While the opinion 
does not have the adherence of a ma- 
jority of the full court, if its pro- 
nouncements should become govern- 
ing principles they would, in practice, 
put most administrative orders over 
and above the law. 


I 


The essential facts are few and are 
not in dispute.* This corporation filed 
with the Securities and Exchange 
Commission a voluntary plan of re- 
organization. While the reorganiza- 
tion proceedings were pending six- 
teen officers and directors bought on 





1 For convenience of reference, I have num- 
bered pm ~ gga the a gre of the 
court’s opinio US L ed —, 69 
PUR N& 65, 67 S Ct isis, a cite quota- 
tions accordingly. 

*The facts and the law of the case gen- 
erally are fully set forth in the first opinion 
of Mr. Chief Justice Groner of the court of 


21 


appeals which reversed the Commission’s or- 
ders (1941) 8 SEC 893, 41 PUR NS 321, 10 
SEC 194, 200, 41 PUR NS 361 ({1942] 75 
US App DC 374, 44 PUR NS 138, 128 F2d 
303) and in his second opinion ( [1946] 80 
US App DC 365, 62 PUR NS 299, 154 Fed 
6) again reversing the Commission’s order 
after it had “recast its rationale.” 
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the open market about 74 per cent of 
the corporation’s preferred stock. 
Both the Commission and the court 
admit that these purchases were not 
forbidden by any law, judicial prec- 
edent, regulation or rule of the Com- 
mission. Nevertheless, the Commis- 
sion has ordered these individuals to 
surrender their shares to the corpora- 
tion at cost, plus 4 per cent interest, 
and the court now approves that order. 

It is helpful, before considering 
whether this order is authorized by 
law, to reflect on what it is and what it 
is not. It is not conceivably a dis- 
charge of the Commission’s duty to de- 
termine whether a proposed plan of 
reorganization would be “fair and 
equitable.” It has nothing to do with 
the corporate structure, or the classes 
and amounts of stock, or voting rights 
or dividend preferences. It does not 


remotely affect the impersonal finan- 


cial or legal factors of the plan. It is 
a personal deprivation denying par- 
ticular persons the right to continue to 
own their stock and to exercise its 
privileges. Other persons who 
bought at the same time and price in 
the open market would be allowed to 
keep and convert their stock. Thus, 
the order is in no sense an exercise of 
the function of control over the terms 
and relations of the corporate securi- 
ties. 

Neither is the order one merely to 
regulate the future use of property. 
It literally takes valuable property 
away from its lawful owners for the 
benefit of other private parties without 
full compensation and the court ex- 
pressly approves the taking. It says 
that the stock owned by these persons 
is denied conversion along with similar 
stock owned by others; “instead, it 
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was to be surrendered at cost plus divi- 
dends accumulated since the purchase 
dates.” Par. 5. It should be noted 
that this formula was subsequently al- 
tered to read “cost plus 4 per cent in- 
terest.” That this basis was less than 
its value is recognized, for the court 
says: “That stock had been pur- 
chased in the market at prices that 
were depressed in relation to what the 
management anticipated would be, and 
what in fact, was, the earning and as- 
set value of its reorganization equiva- 
lent.” Par. 24. Admittedly, the val- 
ue above cost, and interest on it, sim- 
ply is taken from the owners, without 
compensation. No such power has 
ever been confirmed in any adminis- 
trative body. 


It should also be noted that neither 
the court nor the Commission purports 
to adjudge a forfeiture of this property 
as a consequence of sharp dealing or 
breach of trust. The court says: “The 
Commission admitted that the good 
faith and personal integrity of this 
management were not in question; 

” Par. 24. And again: “It was 
frankly admitted that the manage- 
ment’s purpose in buying the preferred 
stock was to protect its interest in the 
new company. It was also plain that 
there was no fraud or lack of disclo- 
sure in making the purchases.” Par. 
4. 


IT 


The reversal of the position of this 
court is due to a fundamental change in 
prevailing philosophy. The basic as- 
sumption of the earlier opinion as 
therein stated was: “But before trans- 
actions otherwise legal can be outlawed 
or denied their usual business conse- 
quences, they must fall under the ban 
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of come standards of conduct pre- 
scribed by an agency of government 
authorized to prescribe such stand- 
ards.” Securities and Exchange Com- 
mission v. Chenery Corp. (1943) 
318 US 80, 92, 93, 87 L ed 626, 
635, 636, 47 PUR NS 15, 23, 63 
S Ct 454. The basic assumption 
of the present opinion is stated thus: 
“The absence of a general rule or reg- 
ulation governing management trad- 
ing during reorganization did not 
affect the Commission’s duties in rela- 
tion to the particular proposal before 
it.” Par. 13. This puts in juxtaposi- 
tion the two conflicting philosophies 
which produce opposite results in the 
same case and on the same facts. The 
difference between the first and the 
latest decision of the court is thus sim- 
ply the difference between holding that 
administrative orders must have a 
basis in law and a holding that absence 
of a legal basis is no ground on which 
courts may annul them. 

As there admittedly is no law or 
regulation to support this order we 
peruse the court’s opinion diligently to 
find on what grounds it is now held 
that the court of appeals, on pain of 
being reversed for error, was required 
to stamp this order with its approval. 
We find but one. That is the prin- 
ciple of judicial deference to adminis- 
trative experience. That argument is 
five times stressed in as many different 
contexts, and I quote just enough to 
identify the instances: “The Commis- 
sion,” it says, “has drawn heavily upon 
its accumulated experience in dealing 
with utility reorganizations.” Par. 9. 
“Rather, it has derived its conclusions 
from the particular facts in the case, its 
general experience in reorganization 
matters and its informed view of stat- 


utory requirements.” Par. 19. 
“Drawing upon its experience, the 
Commission indicated . . . ,” ete. 
7 an the Commission 
has made a thorough examination of 
the problem, utilizing statutory stand- 
ards and its own accumulated experi- 
ence with reorganization matters.” 
Par. 26. And finally, of the order the 
court says: “It is the product of ad- 
ministrative experience,” etc. Par. 
29. 

What are we to make of this reit- 
erated deference to “administrative ex- 
perience” when in another context the 
court says: “Hence, we refuse to say 
that the Commission, which had not 
previously been confronted with the 
problem of management trading dur- 
ing reorganization, was forbidden from 
utilizing this particular proceeding for 
announcing and applying a new stand- 
ard of conduct.” Par. 17. (Italics 
supplied. ) 

The court’s reasoning adds up to 
this: The Commission must be sus- 
tained because of its accumulated ex- 
perience in solving a problem with 
which it had never before been con- 
fronted ! 

Of course, thus to uphold the Com- 
mission by professing to find that it 
has enunciated a “new standard of con- 
duct,” brings the court squarely 
against the invalidity of retroactive 
law making. But the court does not 
falter. “That such action might have 
a retroactive effect was not necessarily 
fatal to its validity.” Par. 17. “But 
such retroactivity must be balanced 
against the mischief of producing a 
result which is contrary to a statutory 
design or to legal and equitable prin- 
ciples.” Par. 17. Of course, if what 
these parties did really was condemned 
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by “statutory design” or “legal or 
equitable principles,” it could be 
stopped without resort to a new rule 
and there would be no retroactivity 
to condone. But if it had been the 
court’s view that some law already 
prohibited the purchases, it would 
hardly have been necessary three sen- 
tences earlier to hold that the Commis- 
sion was not prohibited “from utilizing 
this particular proceeding for announc- 
ing and applying a new standard of 
conduct.” Par. 17. (Italics sup- 
plied. ) 

I give up. Now I realize fully what 
Mark Twain meant when he said, 
“The more you explain it, the more I 
don’t understand it.” 


III 


But one does not need to compre- 


hend the processes by which other 
minds reach a given result in order to 
estimate the practical consequences of 
their pronouncement upon judicial re- 
view of administrative orders. 


If it is of no consequence that no 
rule of law be existent to support an 
administrative order, and the court of 
appeals is obliged to defer to adminis- 
trative experience and to sustain a 
Commission’s power merely because 
it has been asserted and exercised, of 
what use is it to print a record or 
briefs in the case, or to hear argument? 
Administrative experience always is 
present, at least to the degree that it is 
here, and would always dictate a like 
deference by this court to an assertion 
of administrative power. Must the 
reviewing court, as this court does in 
this opinion, support the order on a 
presumptive or imputed experience 
71 PUR NS 


even though the court is obliged to 
discredit such experience in the very 
same opinion? Is fictitious experi- 
ence to be conclusive in matters of law 
and particularly in the interpretation 
of statutes, as the court’s opinion now 
intimates, or just in fact finding which 
has been the function which the court 
has heretofore sustained upon the 
argument of administrative experi- 
ence? 

I suggest that administrative ex- 
perience is of weight in judicial re- 
view only to this point—it is a per- 
suasive reason for deference to the 
Commission in the exercise of its dis- 
cretionary powers under and within 
the law. It cannot be invoked to sup- 
port action outside of the law. And 
what action is. and what is not within 
the law must be determined by courts, 
when authorized to review, no matter 
how much deference is due to the 
agency’s fact finding. Surely an ad- 
ministrative agency is not a law unto 
itself, but the court does not really 
face up to the fact that this is the jus- 
tification it is offering for sustaining 
the Commission action. 

Even if the Commission had, as the 
court says, utilized this case to an- 
nounce a new legal standard of con- 
duct, there would be hurdles to be 
cleared, but we need not dwell on them 
now. Because to promulgate a gen- 
eral rule of law, either by regulation 
or by case law, is something the Com- 
mission expressly declined to do. It 
did not previously promulgate, and it 
does not by this order profess to pro- 
mulgate, any rule or regulation to pro- 
hibit such purchases absolutely or un- 
der stated conditions. On the other 
hand, its position is that no such rule 
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or standards would be fair and equita- 
ble in all cases.® 


IV 


Whether, as matter of policy, cor- 
porate managers during reorganiza- 
tion should be prohibited from buy- 
ing or selling its stock, is not a ques- 
tion for us to decide. But it is for us 
to decide whether, so long as no law 
or regulation prohibits them from buy- 
ing, their purchases may be forfeited, 
or not, in the discretion of the Com- 
mission. If such a power exists in 
words of the statute or in their impli- 
cation, it would be possible to point it 
out and thus end the case. Instead, 
the court admits that there was no law 
prohibiting these purchases when they 
were made, or at any time thereafter. 
And, except for this decision, there is 
none now. 

The truth is that in this decision 
the court approves the Commission’s 
assertion of power to govern the mat- 
ter without law, power to force sur- 
render of stock so purchased whenever 
it will, and power also to overlook 
such acquisitions if it so chooses. The 
reasons which will lead it to take one 
course as against the other remain 
locked in its own breast, and it has not 
and apparently does not intend to com- 
mit them to any rule or regulation. 
This administrative authoritarianism, 


this power to decide without law, is 
what the court seems to approve in so 
many words: “The absence of a gen- 
eral rule or regulation governing man- 
agement trading during reorganiza- 
tion did not affect the Commission’s 
duties .’ Par. 13. This seems 
to me to undervalue and to belittle the 
place of law, even in the system of ad- 
ministrative justice. It calls to mind 
Mr. Justice Cardozo’s statement that 
“Law as a guide to conduct is reduced 
to the level of mere futility if it is un- 
known and unknowable.” * 


Vv 


The court’s averment concerning 
this order that “It is the type of judg- 
ment which administrative agencies 
are best equipped to make and which 
justifies the use of the administrative 
process,” Par. 29 is the first instance 
in which the administrative process is 
sustained by reliance on that disregard 
of law which enemies of the process 
have always alleged to be its principal 
evil. It is the first encouragement this 
court has given to conscious lawless- 
ness as a permissible rule of adminis- 
trative action. This decision is an 
ominous one to those who believe that 
men should be governed by laws that 
they may ascertain and abide by, and 
which will guide the action of those in 





8 The Commission (Feb. 7, 1945) speaking 
of such a rule appends the following note to 
its opinion: 

“Without flexibility the rule might itself 
operate unfairly. Limitation to cost appears 
appropriate here, but would be inappropriate in 
a case where the cost of the security purchased 
was in excess of its reorganization value, and 
in some instances cash payment by the com- 
pany would not be feasible. In addition, special 
treatment of any sort might be inappropriate 
for incidental purchases not made as part of 
a program in contemplation of reorganization 
benefits. In this connection, we wish to em- 
phasize that our concern here is not primarily 


with the normal corporate a which make 


it possible for officers and directors to influ- 
ence the market for their own gain, in the 
absence of reorganization, by a choice of divi- 
dend policies, accounting practices, published 
reports, and the like. The questions of fair- 
ness and detriment here presented arise before 
us in the context of a capital readjustment. 
At that point our scrutiny is called for, and 
that our scrutiny is to be vigilant cannot be 
doubted. See Appendix to Sen Rep No 621 
(74th Cong Ist Sess) on S 2796, at p 58, 
quoted By .saa3 

#The Growth of the Law, p. 3. 
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authority as well as of those who are 
subject to authority.® 

I have long urged, and still believe, 
that the administrative process de- 
serves fostering in our system as an 
expeditious and nontechnical method 
of applying law in specialized fields.* 


I cannot agree that it be used, and | 
think its continued effectiveness is en- 
dangered when it is used, as a method 
of dispensing with law in those fields, 


Mr. Justice FRANKFURTER joins in 
this opinion. 





5 On the same day the court denied its own 
authority to recognize and enforce without 
congressional action, an unlegislated liability 
much less novel than the one imposed here, 
and that in the field of tort law which tradi- 
tionally has developed by decisional rather 
than by legislative process. The result is to 
confirm in an executive agency a discretion 
to act outside of established law that goes 
beyond any judicial discretion as well as be- 
yond any legislative delegation. Compare 


United States v. Standard Oil Co. June 23, 
1947, — US —, 91 L ed (Adv 1507), 67 § 
Ct 1604. 

6 See statement before House of Delegates, 
American Bar Association, 1939. (1939 Pro- 
ceedings, House of Delegates, XXXV ABA 
Journal 95). Also see Report as Attorney 
General to President Roosevelt recommending 
veto of Walter-Logan Bill—made part of veto 
message, Vol 86, Part 12, Congressional Rec- 
ord, 76th Congress 3d Sess p 13943. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Milwaukee Gas Light Company 


2-U-2440 
October 15, 1947; rehearing denied November 13, 1947 


PPLICATION by gas company for emergency rate increase 
1 \ pending determination of permanent rates; denied. 


Rates, § 634 — Emergency increase — Burden of proof. 


1. The burden is on the utility applying for an emergency rate increase to 
show that an emergency exists which makes the increase necessary, p. 30. 


Rates, § 631 — Emergency increase — Factors to be considered — Inadequacy of 


return. 


2. The Commission will not grant an emergency rate increase to a utility 
which alleges that it is not earning a 6 per cent return and that because of 
low revenue it is unable to refinance bonds and preferred stock, where the 
return is established at about 2.7 per cent but earnings permit dividends on 
common stock and it is not definitely established that inability to refinance 
would impair the utility’s ability to serve, p. 30. 


Rates, § 630 — Temporary increase — When justified. 


3. Temporary rate increases should be reserved for those cases where there 
is an emergency and where there is some peculiar condition which requires 
prompt action in order for any action to be effective, p. 30. 


Rates, § 631 — Emergency increase — Low rate of return as justification. 


4. The fact that a utility’s rate of return is less than 6 per cent does not 
of itself justify the granting of an emergency rate increase, p. 30. 


5 
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RE MILWAUKEE GAS LIGHT CO. 


By the Commission: Milwaukee 
Gas Light Company, Milwaukee, a 
gas public utility operating in Milwau- 
kee county and portions of Waukesha, 
Washington, and Ozaukee counties on 
July 10, 1947, filed an application with 
the Commission for authority to in- 
crease its gas rates. The application 
asked the Commission to issue a tem- 
porary rate increase pursuant to 
§§ 196.395 and 196.70, Statutes, pend- 
ing a determination of permanent 
rates. A notice of investigation and 


assessment of costs was issued on July 
22nd. A notice of hearing was issued 
on July 29th. 


APPEARANCES: Frederic Sammond 
and Steven E. Keane, Attorneys, both 
of Milwaukee, for Milwaukee Gas 
Light Company; joseph L. Bednarek, 
Assistant City Attorney, Milwaukee, 
for city of Milwaukee; John C. Doer- 
fer, City Attorney, West Allis for city 
of West Allis; Roy R. Stauff, City 
Attorney, Milwaukee, for city of 
Wauwatosa; C. R. Dineen, Attorney, 
Milwaukee, for towns of Lake, Wau- 
watosa, and Granville; Mrs. Jane F. 
Moss, Chairman (August 12th) and 
Mrs. A. B. Vajda, Research Chairman 
(September 8th), both of Milwaukee, 
for Milwaukee Women’s Committee 
for Lower Prices; H. T. Ferguson, 
Chief Counsel, H. J. O’Leary, Chief, 
Rates and Research Department, 
George P. Steinmetz, Chief Engineer, 
and Magnus Andersen, Accounts and 
Finance Department, of the Commis- 
sion’s staff. 

With the oral argument, hearing 
was completed on the request for a 
temporary or emergency rate increase. 
Hearings are still to be held with re- 
spect to permanent rates. 


Opinion 

In docket 2—U-—2224, the Commis- 
sion on May 20, 1947, 69 PUR NS 
16, authorized the applicant to in- 
crease its rates 5 per cent or approxi- 
mately $573,000 a year, based upon 
consumption for the year ended July 
31, 1946. The order also revised the 
geographical zones in the company’s 
rate schedules by regrouping the ex- 
isting four zones into three zones, with 
the Milwaukee metropolitan area 
divided between the first and second 
zones. The form of rate schedule was 
also revised to provide a fixed charge, 
separate from charges for gas con- 
sumed, to cover those expenses which 
are about the same for all customers. 
The Commission’s order was not ap- 
pealed and, therefore, became final. 
The new rates and zones, therefore, 
became effective for service rendered 
after the first meter reading date sub- 
sequent to May 20, 1947. Up to 
April, 1947, the company had realized 
$129,000 in twelve months in addi- 
tional revenue under an automatic 
change in space-heating and industrial 
rates which occurs as oil prices go up 
or down. With the additional reve- 
nues, the company was expected to 
earn between 5.44 per cent and 6.13 
per cent on the rate base found by the 
Commission. 

The instant application as original- 
ly filed asks additional rate increases 
of $880,000 a year to provide a 6 
per cent return for the 12-month pe- 
riod ending May 31, 1948. The com- 
pany proposed that this amount be se- 
cured by a 9.42 per cent surcharge on 
all gas bills with such additional rev- 
enues to be impounded pending a deci- 
sion by the Commission on permanent 
rates so that, if necessary, refunds can 
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be made to customers of part or all of 
the increase. The company proposed 
the same surcharge as a permanent rate 
until such time as natural gas shall be 
available. The company alleges its 
belief that natural gas may be available 
in two or three years. 

At the first session of hearing, the 
company amended its application to 
request that the surcharge be 12.42 
per cent of all bills until December 1, 
1947, and 13.33 per cent thereafter. 

The principal reasons for the addi- 
tional increase are wage increases 
granted employees and higher costs of 
materials, particularly coal and oil used 
in production of gas. The company 
alleges that it was planning to refi- 
nance preferred stock on which divi- 
dends of 7 per cent are paid and bonds 
on which 4} per cent interest is paid 


but that it had to suspend its refinanc- 
ing because it could not go into the 
investment market with its present low 


earnings. A rate of return of 2.73 
per cent is now being earned by the 
company on a rate base of $24,318,855 
as of June 30, 1947. A surcharge of 
12.42 per cent would amount to about 
$1,160,000 a year, while a 13.33 per 
cent surcharge would amount to about 
$1,245,000 a year. 

The company estimates that for the 
twelve months ending June 30, 1948, 
with present and anticipated expenses 
including new wage rates to be effec- 
tive December Ist, there will be $178,- 
025 of net income, of which $140,000 
would pay dividends on preferred 
stock, leaving $38,025 for dividends 
on common stock. In the twelve 
months ended July 31, 1947, common 
stockholders received dividends of 
$180,000. More than 99 per cent of 
the common stock of applicant is held 
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by American Light and Traction Com- 
pany. 

On a book-value rate base, the rate 
of return of the company has ranged 
from a high of 8.96 per cent in 1930 
to 4.28 per cent in 1946 for a weighted 
average of 5.98 per cent for the seven- 
teen years. In only two years, 1935 
and 1946, was the company’s rate of 
return below 5 per cent. Through the 
first four years of the period, the low- 
est rate of return was 7.28 per cent. 

Although the company’s present 
rate of return is 2.73 per cent on a 
rate base computed in the manner that 
the Commission computed a rate base 
in its May 20th order, supra, the com- 
pany anticipates a 2.96 per cent rate 
of return for 1947 at the present level 
of expenses. The increase in rate of 
return is expected to result from high- 
er revenues due to more customers and 
increased consumption. 

To sum up: Applicant urges that a 
temporary rate increase be granted 
pending establishment of permanent 
rates on the ground that an emer- 
gency exists because (1) the company 
is not earning a 6 per cent return 
but is earning slightly less than 3 per 
cent; (2) the company’s expenses for 
wages and materials are increasing 
and after December 1st may reduce the 
rate of return; and (3) the company 
is unable, with its present earnings, to 
refinance its bonds and preferred stock. 

Two statutes apply to the request 
for a temporary rate increase, namely, 
§§ 196.70 and 196.395. Section 
196.70 reads : 

“Temporary Alteration or Suuspen- 
sion of Rates (1) The Commission 
may by order when deemed by it nec- 
essary to prevent injury to the busi- 
ness or interests of the people or any 
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public utility in case of any emergency 
to be judged of by the Commission, 
temporarily alter, amend, or with the 
consent of the public utility concerned, 
suspend any existing rates, schedules 
and order relating to or affecting any 
public utility or part of any public 
utility. 

(2) Such order shall apply to one 
or more of the public utilities in this 
state or to any portion thereof as may 
be directed by the Commission, and 
shall take effect at such time and re- 
main in force for such length of time 
as may be prescribed by the Commis- 
sion.” 

Section 196.395 reads: 

“Test, Conditional, Emergency, and 
Supplemental Orders; Waiver of Con- 
ditions in Orders. The Commission 
may issue orders calling for a test of 
actual results under the requirements 


prescribed by such order, during which 
test period the Commission may retain 
jurisdiction of the subject matter. The 
Commission is empowered to issue 


conditional, temporary, emergency, 
and supplemental orders. Where an 
order is issued upon certain stated con- 
ditions any party acting upon any part 
of such order shall be deemed to have 
accepted and waived all objections to 
the condition contained in such or- 
der.” 


The first quoted section was a part 
of the state utility law as originally en- 
acted in 1907 and was patterned after 
§ 195.10 of the railroad law which 
gives the Commission power “when 
deemed by it necessary to prevent in- 
jury to the business or interests of the 
people or railroads of this state in con- 
sequence of interstate rate wars, or, 
in case of any other emergency to be 
judged of by the Commission, to tem- 


porarily alter, amend, or with the con- 
sent of the railroad company con- 
cerned, suspend any existing passen- 
ger rates, freight rates, schedules, and 
orders on any railroad or part of rail- 
road in this state.” 

Section 196.395 was enacted in its 
present form in 1931 as a part of a gen- 
eral revision of the state utility law. 
The state supreme court in Madison 
R. Co. v. Railroad Commission, 184 
Wis 164, PUR1924D 379, 198 NW 
278, had held in 1924 that the Com- 
mission had no power to issue condi- 
tional orders. The first use of powers 
under such statute was made by the 
Commission in the statewide investi- 
gation of the Wisconsin Telephone 
Company on June 30, 1932, when a 
temporary rate reduction in the com- 
pany’s rates was ordered (2 Wis PSC 
106, 247, PUR1932D 173). The 
state supreme court decision on this 
and subsequent rate orders in the same 
case was one of three precedents cited 
by applicant. The decision in the tele- 
phone case, Wisconsin Teleph. Co. v. 
Public Service Commission (1939) re- 
ported in 232 Wis 274, 30 PUR 
NS 65, 287 NW 122, 593, has no 
applicability in the present proceeding 
because a rate reduction was attempt- 
ed on the Commission’s own motion 
without the consent of the utility be- 
fore hearings had been completed. 

Applicant also cited La Crosse v. 
Railroad Commission, 172 Wis 233, 
PURI921A 22, 178 NW 867, and 
Smith v. Railroad Commission, 169 
Wis 547, PUR1919F 75, 173 NW 
312. These cases may be distin- 
guished from the present case. In the 
La Crosse Case, the earnings of the 
gas utility following World War I had 
fallen off to a point where available 
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income was inadequate even for depre- 
ciation requirements. The Railroad 


Commission stated (23 Wis RCR 292, 
296) : 


‘ No appeal was ever taken 
from the first emergency order giv- 
ing a surcharge of 10 cents. If emer- 
gency was now found not to exist in 
relation to the present proceeding, the 
lawful rates would probably be the 
old rates of the company with a 10-cent 
surcharge. Had this rate been in ef- 
fect during the five months’ period, the 
amount available for interest and de- 
preciation would have been $1,492.02, 
considerably less than the require- 
ment for depreciation alone.” 

In the Smith Case, supra, the court 
held that there was no emergency even 
though the street railway was operat- 
ing at a loss. The Railroad Commis- 
sion’s order was sustained not on the 
ground that it was an emergency order 
but that there had been full hearing so 
that the order was valid as a perma- 
nent rate order. 

An emergency is defined (20 CJ 
499) as “any event or occasional com- 
bination of circumstances which calls 
for immediate action or remedy; an 
unforeseen occurrence or combination 
of circumstances which calls for an 
immediate action or remedy ; a sudden 
or unexpected occasion for action; a 
sudden or unexpected happening ; any 
case of casualty or unavoidable acci- 
dent; exigency; pressing necessity ; 
specifically, a perplexing contingency 
or complication or circumstances.” 

[1, 2] The burden is on applicant to 
show that an emergency exists. The 
applicant has failed in this case to pre- 
sent proof of an emergency. It is 
earning approximately half the return 
it claims it is entitled to earn; its earn- 
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ings are sufficient to permit dividends 
on common stock ; it has failed to show 
that it cannot refinance in the present 
investment market; it has failed to 
show that even if it could not refinance 
in the present investment market, that 
such failure would impair its ability to 
continue the rendition of adequate 
service to the public. 

[3, 4] If the Commission were to 
grant the temporary relief as requested 
in this case, it would in effect adopt a 
policy whereby, upon a showing of any 
utility that its rate of return upon a 
rate base, such as the one here as- 
sumed, is less than 6 per cent, tem- 
porary rate increases would have to be 
given. Temporary rate increases 
should be reserved for those cases 
where there is an emergency or where 
there is some peculiar and temporary 
condition which requires temporary 
action in order for any action to be ef- 
fective at all. The Commission does 
not regard a profit of less than 6 per 
cent on the rate base here assumed as 
constituting, per se, an emergency sit- 
uation. 

The Commission finds: That no 
emergency exists with respect to Mil- 
waukee Gas Light Company which 
makes necessary any temporary altera- 
tion of existing rates of said company 
to prevent injury to the business of the 
company or the interests of the peo- 
ple. 

The Commission concludes: That 
the application of the Milwaukee Gas 
Light Company for an emergency or 
temporary rate increase should not be 
granted. 


ORDER 


It is therefore ordered: 
That the application herein of Mil- 
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waukee Gas Light Company for a 
temporary or emergency increase in 


rates for gas service be and hereby is 
denied. 





MICHIGAN PUBLIC SERVICE COMMISSION 


Re Michigan Gas & Electric Company 


D-3616-47.1 
October 15, 1947 


arene by gas and electric company for authority to increase 


rates; approved. 


Rates, § 57 — Commission jurisdiction — Municipal utilities. 
1. The Commission has jurisdiction over the rates of utilities operating 
within municipalities where no valid contract or franchise exists which 
would divest it of jurisdiction, p. 31. 


Rates, § 60 — Commission jurisdiction — Effect of contract with municipality. 
2. A contract between a municipality and a gas and electric utility does not 
divest the Commission of jurisdiction over utility rates where the city 
council resolution affirming the contract specifically recognizes the Commis- 
sion jurisdiction and authorizes the sending of the rate schedule to the Com- 


mission for approval, p. 31. 


By the Commission: Petition was 
filed on August 19, 1947, by Michigan 
Gas and Electric Company requesting 
authority to increase its rates for gas 
service in the cities of Ishpeming, 
Marquette, and Negaunee. This mat- 
ter was brought on and heard Septem- 
ber 16 and 17, 1947. 

Petitioner presented testimony and 
exhibits indicating that the present 
rates for gas service are inadequate 
and should be revised. 

[1, 2] It was contended by the cities 
of Ishpeming and Negaunee, as prot- 
estants, that this Commission did not 
have jurisdiction over the matter of 
regulating rates of utilities in the cities 
of Ishpeming, Marquette, and Negau- 
nee. The testimony, arguments, and 


briefs of counsel have been carefully 
considered. A franchise relating to 
the city of Ishpeming and designated 
as Exhibit “A” was received in evi- 
dence. This gave H. C. Higgins and 
his associates permission to erect gas 
and electric light works in said city, 
but it was not made to appear that the 
applicant is operating under said fran- 
chise. 

The only claim of the existence of a 
contract was a purported Resolution of 
the common council of the city of 
Ishpeming introduced as Exhibit B-3. 
This Resolution, if it were a contract, 
militates against the contention of the 
city to the extent of the following pro- 
visions quoted therefrom: 

“Whereas, it is necessary for the 
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common council of the city of Ishpem- 
ing to approve the proposed rates for 
gas and electric rates in order to have 
the proposed rates submitted to the 
Public Utilities Commission of the 
state of Michigan for its approval, be- 
fore the same can become effective; 
and 

“Be it further resolved, that this 
common council urge the Public Utili- 
ties Commission of the state of Michi- 
gan to approve and authorize the adop- 
tion of the above rates for the city of 
Ishpeming and that it issue an order 
confirming said rates and put said 
rates into effect as of July 1, 1927, or 
as soon thereafter as possible ; and 

“Be it further resolved, that the re- 
corder of the city of Ishpeming is here- 
by authorized to send to the Public 
Utilities Commission of the state of 
Michigan a certified copy of the min- 
utes of this meeting held in the council 
chamber in the city of Ishpeming on 
July 16, 1927.” 

It is apparent from the language of 
this resolution that the jurisdiction of 
the Commission was recognized, and 
we find that no valid franchise or con- 
tract exists with reference to the fixing 
of rates which divests this Commission 
of jurisdiction. 

This Commission finds that no valid 
contract or franchise exists with refer- 
ence to rates in the city of Negaunee 
which divests this Commission of ju- 
risdiction. 

The record is silent upon the exist- 
ence of any franchise or contract with 
reference to rates in the city of Mar- 
quette which divests this Commission 
of jurisdiction. 


The evidence shows that, since the 
adoption of the Higgins Franchise Or- 
dinance, the gas plant formerly serving 
the city of Ishpeming as well as that 
formerly serving the city of Negaunee 
is no longer in use and that the cities 
of Ishpeming, Marquette, and Negau- 
nee are all served by a gas plant of 
petitioner located in the city of Mar- 
quette. 

The Commission having carefully 
considered the matter before it and 
being advised in the premises finds 
that it does have jurisdiction over the 
matter of rates for gas service in the 
cities of Ishpeming, Marquette, and 
Negaunee, and that rates proposed by 
petitioner should be approved. 

Therefore, it is ordered that Michi- 
gan Gas and Electric Company forth- 
with prepare and file with this Com- 
mission revised rate sheets that con- 
form substantially with the proposed 
sheets attached to the petition, which 
sheets are by reference made a part of 
this order. 

It is further ordered that the rates 
hereby approved shall be effective 
forthwith. 

It is further ordered that the approv- 
al herein given is without prejudice to 
the power of the Commission at any 
time on its own motion or on petition 
of any inerested party, to inquire into 
and investigate the rates, charges, 
practices, and services hereby ap- 
proved. 

The Commission retains jurisdic- 
tion of the matter herein contained and 
reserves the right to issue such further 
order or orders as the circumstances 
may require. 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information grave J 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel, 


$92,900,000 Program Planned 
By Cleveland Elec. Illum. 


A CONSTRUCTION program aggregating $92,- 
900,000 has been undertaken by the Cleve- 
land Electric Illuminating Company to meet 
expanded needs of its system. Of this total 
$59,075,000 represents the unexpended portion 
of work previously authorized and $33,825,000 
represents newly projected work, 

Largest expenditure under the pending pro- 
gram is $26,100,000 for extension of the Avon 
station, while largest item in the newly au- 
thorized schedule includes $8,300,000 for an 
additional turbo-generator unit and associated 
equipment for installation at Lake Shore “A” 
plant. 


New Lightweight Pumps for 
Utility Company Use 


GC" MAXING a protracted study of utility 
company requirements in portable pumps, 
a series of four self-priming aluminum cen- 
trifugals has been introduced by Marlow 
Pumps, 201 Greenwood avenue, Ridgewood, 
New Jersey. 

A typical pump in the series weighs only 
66 Ib., measures 20 x 20 x 12 inches (includ- 
ing engine), moves 6,000 gallons per hour at 
5-ft. suction lift, and pumps up to 26,000 gal- 
lons on a single gallon of fuel. Other pumps 
in the series range from 64 to 135 lbs. 

All sizes are offered with the guarantee that 
they will prime and reprime automatically on 
suction lifts to 28 feet high at sea level. 

A special bulletin for utility company buyers 
is now in preparation. 


“How to Manage by Exception” 


go awsnre Ranp, Inc., has issued a new, 
illustrated presentation “Like Radar, Kar- 
dex signals exceptional acts” which gives ex- 
ecutives a clear picture of the ease with which 
the tested, time and error saving principle of 
management-by-exception can be applied to 
control of sales, stocks, personnel, and collec- 
tions, with important gains in work simplifica- 
tion and record cost reduction. This six-page, 
four-color presentation outlines the significance 
of signal control as a tool of management for 
graphic presentation of action-facts that must 
be known if losses are to be avoided and op- 
portunities capitalized. Copies may be obtained 
from any office of Remington Rand, Inc. or 
from systems & methods research department, 
Remington Rand, Inc., 315 Fourth avenue, New 
York 10, New York. 


Idaho Power Company 
Expands Capacity 


fe: xzawonen program of the Idaho Power 
Company to be completed by 1951 at an 
estimated cost of $50,000,000, will add 185,000 
kilowatts of new hydroelectric generating ca- 
pacity, of which the 16,500 kilowatt plant at 
Upper Salmon, just opened, is the first step. 

In addition the program calls for the addi- 
tion of 580 miles of high voltage transmission 
lines and 2,500 miles of low voltage distribu- 
tion lines, including 2,250 miles of rural electric 
lines. 

To meet future load demands Idaho Power 
Company has planned the construction of a new 
hydroelectric development in the southwestern 
part of the state. This project calls for an in- 
stallation of approximately 75,000 kilowatts, to 
cost an estimated $13,000,000. It is expected to 
be completed by 1951. 


American Gas & Electric to 
Extend Rural Lines 


HE executive committee of the American 

Gas & Electric System has approved plans 
for 1948 for its afhliated companies which 
involve the extension of electric service to 
more than 31,000 additional rural customers 
in areas now served by the system. 

An expenditure of $12,796,000 will be re- 
quired to complete the 4,700 miles of line and 
provide incidental facilities necessary to serve 
these new customers, Philip Sporn, president, 
announced. 

From May, 1945, to the end of 1947, the 
system built 11,266 miles of new line and 
added 87,000 rural customers to these and 
existing lines. When the 1948 program is com- 
pleted, the system will be serving about 275,000 
farm and rural customers through approxi- 
mately 37,000 miles of rural lines. 


Delaware Power & Light 
May Expand Program 


Ye $30,000,000 construction program of 
the Delaware Power & Light Company 
during the years 1948 through 1952 may be en- 
larged by the construction of a power plant 
in the Wilmington area which has been under 
consideration for several years. It is expected 
that expenditures during 1948 and 1949 may 
total $20,000,000. 

Principal construction items during the next 
two years include the completion of two gen- 
erating units of 15,000 kilowatts and the addi- 
tion of a 30,000 kw. unit at the Vienna, Mary- 
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land, steam plant at a total cost of $11,300,000, 
of which $5,755,000 will be spent during 1948 
and 1949, 


New Appointments 
General Electric Company 

A general superintendent and managers of 
production, engineering, and sales for General 
Electric’s transformer and allied product divi- 
sions have been appointed. 

H. R. McKean was appointed general super- 
intendent; J. B. Dunn, production manager; 
F. F. Brand, manager of engineering; and 
H, F. McRell, manager of sales. 

These new appointments are in connection 
with General Electric’s newly-formed inte- 
grated operating units in the apparatus depart- 
ment. The transformer and allied product divi- 
sions are responsible for the development, de- 
sign, manufacture, and sales direction of power 
and distribution transformers, capacitors, light- 
ning arresters, cutouts, and feeder voltage 
regulators. 


I-T-E Circuit Breaker Company 

The appointment of J. Fred Getz to the 
position of sales manager of The I-T-E Cir- 
cuit Breaker Company with complete control 
over the sale of switchgear products, has been 
announced. Mr. Getz has been with I-T-E since 
1944, serving in the various positions of man- 
ager, Washington, D. C. office; manager, 
switchgear sales in the home office; and lately, 
assistant to the president. 


Before joining I-T-E, Mr. Getz was a mem- 
ber of the General Electric Company: for 
eight and one-half years. 

From 1943 to 1944 Mr. Getz was sales man- 
ager of the Roller-Smith Company. 


Construction Loans Announced 


Caner loans — chiefly for distribu- 
tion lines, system improvements or new or 
additional generating capacity—recently were 
made to the following enterprises by the Rural 
Electrification Administration : 

San Luis Valley Rural Electric Codperative, 
Monte Vista, Colo., $375,000. 

Southern Pine Electric Power Association, 
Taylorsville, Miss., $1,090,000. 

Southwestern Electric Codperative, Clayton, 
N. M., $550,000. 

James River My a Electric Association, 
Aberdeen, S. D., $475 

Floyd County Rural aT Electric Codperative, 
Floydada, Tex., $300,000 

Lyntegar Electric Codperative, Tahoka, 
Tex., $334,000. 

Yampa Valley Electric Association, Steam- 
boat Springs, Colo., $440, 

Y-W Electric Association, 

$608,000. 

Holy " Cross 
Colo., $260,000. 

Butler County Rural Electric Codperative, 
Allison, Iowa, $340,000. 

Sheridan- Johnson Rural oe Raa As- 
sociation, Sheridan, Wyo., $210,000 


Yuma, Colo., 


Electric Association, Eagle, 





Show This to Your Medical Department 


Tests for Both Albumin and Sugar Can Now Be Made 
On Only One 5-Drop Portion of Urine 
With The Cargille Combination Urinalysis Sets 


No Liquid Reagents — No External Heating 


REFERENCE: 


in the Same Measured Sample of Urine, J. Lab. & Clin. Med. 32: 


Blatherwick, N. R., and Dworkin, Joseph H.: A Rapid ie for Abou pnt Sugar 


August 


From the Biochemical Laboratory of the Metropolitan Life Insurance Company 


(Reprints of this article will be sent om request) 


FOR LABORATORY @ 


FOR OFFICE @ 


Ideal For Use in Making 
Physical Examinations of Employees 


Write For Leaflet U-ALB 


Cargille Scientific Inc. 
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Put it Out with GRINNELL MULSIFYRE 


When such a seemingly unimportant item as a 
bushing failed —a transformer in an impor- 
tant sub-station was enveloped in blazing oil. 
Hose streams were inadequate to cope with 
the situation. Damage amounted to thousands 
of dollars before the fire was controlled. 
Time and again it has been proved that the 
unusual nature of oil fires in transformers and 
other electrical equipment calls for more than 
old-fashioned fire-fighting methods. It requires 
the positive protection of a Grinnell Mulsifyre 
System — engineered to kill such fires fast. ; 
Grinnell Mulsifyre Systems have gained wide 
acceptance on a proved effective principle— in 
which blazing 
oil is emulsified 
with a driving 
spray of water. 
The oil is turned 


into a liquid which is incapable of burning - 
the fire is extinguished in a few seconds-reigni- 
tion is prevented. 

There is absolutely no conductivity along the 
discharge of a Mulsifyre projector when spra 
strikes conductors carrying high voltages. Mul- 
sifyre Systems are permanently installed — are 
constantly on pont when operated automati- 
cally - or may be operated manually. 

Recommended by Underwriters’ Laboratories 
for use in extinguishing fires in flammable oils 
immiscible in water, wherever such oil is a fire 
hazard—in transformers and- other oil-filled 
electrical equipment. 

Don’t wait for fire to strike. Provide this 
24-hour-a-day protection for your equipment 
from now on. Grinnell engineers will help you 
plan protection for*your specific needs. 


GRINNELL 8 COMPANY 


Executive Offices: Providence 1, R. I. 
Branch warehouses in Principal Cities 
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LEGGE. KEPT neces 


UP TO 95% SAFER 


In leading buildings and plants, the a 4 


System has proved it reduces slip and fall 
accidents up to 95%. It is often recom- 
mended by casualty insurance companies. 


THIS BOOKLET IS YOURS 
WITHOUT OBLIGATION 

You will find it worthwhile reading. To send 
for your copy, clip the coupon to your letter- 


THIS USED TO HAPPEN 


MY Vyuce ta Yflete 


Slip and fall accidents disabled 
more employees than any other cause, save 
one. So ini 1944, this airline company insti- 
tuted the Legge System of Non-Slip Floor 
Maintenance. In two years since, these acci- 
dents dropped 56% ...now rank as a-minor 
cause of disabled personnel. 


F< DO NON-SLIP 
Bf FLOORS PAY? 


You'll find the answer in our free booklet, 

F“Mr. Higby Learned About Floor Safety the Hard 

we =~ Way.” It analyzes the “hidden costs” of unsafe floors; 

shows how a Legge floor safety program helps reduce 
many “fixed” overhead expenses. 


It also describes how you 
get a floor upkeep plan personally en- 
gineered to your needs by a Legge 
advisor. 7 


Then it tells how this tailor- 
made plan eliminates extra labor, exces- 
sive use of materials and rapid floor deterioration . . . 
so you can actually cut floor maintenance costs up 
to 50%! 


| pinning may: tage Ms 


WALTER G. LEGGE CO., INC. 
11 West 42nd St, New York 18, KE 
J 360N. Sh Sbaen es ee Te 


ong Sane. anal th tein ap Wn 


OF, (1) Yee REE REE, 5092" woorne’ About Floor Sofet 


New York * 
losAngeles + py v0 ele oa ° 


watrer eo LEGGE aan agen 
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YOU CAN ALWAYS COUNT ON 


EXIDE BATTERIES 
FOR DEPENDABLE CONTROL BUS OPERATION 


With Exide Batteries on the job, 
you can be certain of prompt and 
powerful action the instant it is 
needed. Because of their depend- 
able performance through many 
years, Exide Batteries are preferred 
by leading sta- 


other storage battery tasks. 


Exide Batteries have earned the con- 
fidence of engineers everywhere, 
and their widespread use is proof 
of their dependability, long life and 
ease of maintenance. 


Whatever your 


tions for control . storage battery 
bus and switch- problems may be, 
gear operation, Exide engineers 
emergency light- XI @ will be glad to help 


BATTERIES 


ing service and 


r 


X 
\ ae 


you solve them. 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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JOHNNY CAPACITOR’S KILOVAR ECONOMICS 9 


SHORT-HAUL KILOVARS 
CUT YOUR INVESTMENT 
FOR KW TRANSPORT 











Why use your ‘‘de luxe’’ transportation 
facilities to step-UP and carry kilovars 
through your high tension lines, 
DOWN to your sub-transmission lines, 
DOWN to your distribution lines, and 
finally, DOWN to the point of con- 
sumption. 


On-the-spot kilovar generation by 
capacitors rids your lines of transported 
re. ee This makes room for increased 
kilowatt capacity—equivalent to as 
much as 20 per cent of your peak load* 
—and effectively reduces transmission and 
distribution costs from the generator all the 
way out to the load. 


* Assumes 807% power factor operation. 


JOHNNY SAYS: 


“Every kilovar that goes up through your step-ap 
transformers may come down THREE TIMES!” 


A General Electric specialist will be 
glad to work with you on the applica- 
tion of po er to your system. For 
further information ask your G-E rep- 
resentative or write to Apparatus Dept., 
General Electric Co., Schenectady 5, N.Y. 
THESE SYSTEMS ARE NOW TAKING ADVANTAGE 

OF CAPACITORS TO CUT INVESTMENT COSTS 

Here are the names of companies, 
typical of the industry, which are now 
using Capacitors as an important cco- 
nomic tool: New Orleans Public Service 
Inc., with capacitors up to 20 per cent 
of its peak load; Tampa Electric Com- 
pany—20%; Oklahoma Gas and Elec- 
tric Company—20%; Illinois Power 
Company—18%. 


GENERAL “% ELECTRIC 
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AN UNFAILING ADVANTAGE 


Whatever your control requirements may be, it is conceded that the 
switch in a control warrants first consideration, due to its functional character- 
istics. All Mercoid Controls are equipped exclusively with hermetically sealed 
mercury switches of special design and critically selected materials @ Mercoid 
mercury switches are known the world over for their dependable service. They 
are not affected by dust, dirt or corrosion; nor are they subject to,open arcing 
with its attendant consequences of pitting, sticking or oxidized contact sur- 
faces, all of which, are likely to interfere with normal switch operation @ 
That is why among other things, Mercoid Controls on the whole give you 
assurance of better control performance and longer control life-a distinct 
and unfailing advantage —the reason why they are also the choice of America’s 
leading engineers for many important industrial applications. 


Catalog Sent Upon Request 


40 a OR ED 


RPOR 
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Tue American Arppraisat Company 
ORIGINAL COST STUDIES e VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO ‘MILWAUKEE SAN FRANCISCO 
end other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
naw sen PHILADELPHIA culbago 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


fe Ff ord, Bacon & Davis 


& N : 
p pre vse Ss Engineers CONSTRUCTION 


RATE CASES 
NEW YORK © PHILADELPHIA © CHICAGO © LOS ANGELES 


GILBERT ASSOCIATES, Inc. 




















ENGINEERS SPECIALISTS 
Steam, Eleceie, Gao, Hydro, POWER ENGINEERING SINCE 1906 p,...s.5ig and Expediting 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 


Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading 6 Philadelphia Original Cost Accounting 
Feed.~Water Treatment, Washington © New York Accident Prevention. 














FREDERIC R. HARRIS, INC. 
FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 
NEW YORK 
Atlanta Knoxville Philadelphia San Pune: J 
HOOSIER ENGINEERING COMPANY 
Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 
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ENGINEERS ’ CONSTRUCTORS 


Walnut 








WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 


Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 


Publie Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 


N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 














CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
Beston 10, Mass. === Washington, D. C. 


{> Complete Services for GAS and ELECTRIC Utilities 


DESIGNING * ENGINEERING * CONSTRUCTION 
PIPING * EQUIPMENT « SURVEYS © PLANS 














Complete Plant Additions or installations 
every detail a i to mm profitable operation 


See Sweet Files lefinery Ce og, etc for 





ENGINEERS 
AND 


CONSTRUCTORS 


(Professional Directory Continued on Next Page) 
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Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
UViilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, Ill. 








E. A. STEINBERGER 


Consulting Valuation Accountant and Engineer 
Depreciation Studies, Original Cost Accounting, 
Valuations and Unitization of Gas Properties. 
Member 
The National Society of Professional Engineers and The Technical Valuation Society, Inc. 


1309 Liberty Bank Building Dallas 1, Texas 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—A ppraisals 


Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 











ALBRIGHT & FRIEL, INC. Francis S. HABERLY 
FRANCIS S. FRIEL CONSULTING ENGINEER 
Consulting Engineers Valuation — Depreciation — Service Life 
airtel, Rotune incinerators. Industrial Buildings Studies — Beg Cost Indexes — 


1528 WALNUT STREET PHILADELPHIA 2 122 SourH MICHIGAN Avenur, CHICAGO 











BLACK & VEATCH JACKSON & MORELAND 
ENGINEERS AND CONSULTANTS 

. . — PUBLIC UTILITIES AND INDUSTRIALS 

Appraisals, investigations and _  re- SUPERVISION OF CONSTRUCTIO! 


ports, design and supervision of con- MACHINE DESIGN — TECHNICAL PES TE ATIONs 
struction of Public Utility Properties REPORTS — EXAMINATIONS — APPRA 


4706 BROADWAY KANSAS CITY, MO. BOSTON a it 


CONSULTING ENGINEERS 








EARL L. CARTER JENSEN, BOWEN & FARRELL 


Consulting Engineer Engineers 
REGISTERED IN INDIANA, NEW YORK, OHIO, * 4s 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY Ann Arbor, Michigan 

Public Utility Voluations, Reports and Appraisals - Investigations - Reports 


Original Cost Studies. in connection wi 
910 Electric Building Indianapolis, Ind. pe on song = ae ree ae = iy 








W. C. GILMAN & COMPANY LUCAS & LUICK 
ENGINEERS ENGINEERS 
and DESIGN, CONSTRUCTION SUPERVISION, 


TION 
FINANCIAL CONSULTANTS CPUNWESTIBATIONS REFOMIS, Maras 


55 Liberty Street New York 231 S. LaSatie Sr., Cxicaco 
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FRANK O’NEILL 
Public Utility Consultant 
327 South LaSalle Street, Chicago 4, Illinois 


Accounting, financial, insurance, tax, rate case 
work and original cost studies. 








ROBERT T. REGESTER 


C onsulting Engineer 


Hyprautic Strucrures — UTmuitigs 
FLoop Contro. — Water Works 


Baltimore Life Bldg. Baltimore 1, Md. 








A. S. SCHULMAN ELEctTric Co. 
Contractors 


TRANSMISSION LINES—UNDERGROUND Distri- 
BUTION — Power STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 
537 SoutH Dearsorn St. CHicaco 








SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 








MANFRED K. TOEPPEN 
ENGINEER 


CoNSULTATION—I NVESTIGATION—REPORTS 
MARKET AND MANAGEMENT SURVEYS 
VALUATION, DEPRECIATION AND RATE 

MATTERS 


261 Broadway New York 7, N. Y. 














WESTCOTT & MAPES, inc. 


ARCHITECTS & ENGINEERS 
INVESTIGATIONS ¢ REPORTS 
DESIGN °¢ SUPERVISION 
New Haven, Connecticut 











MAXIMUM CONTACT 
provided by V-groove con- 
ductors protected by bev- 
elled slot. 


PRECISION MADE, 
with rigid inspection. 
Smooth accurate threads 
assure maximum pressure 
— permanently main- 
tained. 


For taps, dead-ends, par- 
allel connections, etc., in 
any location. Can be fur- 
nished in bronze or alumi- 
num. Re-usable over and 
over. 


PENN-UNION ELECTRIC CORP. 
ERIE, PA. Sold by Leading Wholesalers 


The COMPLETE Line of 
Conductor Fittings. 


PENN-UNION 


(on OF. 5 Ok 5k On & 8 5° | FIirrin G& ™% 
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- MAXIMUM PROTECTION AND LONG LIFE - 





CRESCENT 
Steel Taped 
PARKWAY CABLE 


Insulated with 
CRESCENT ENDURITE 
Heat-Resistant 
rubber insulation (75°C) 
in 600 to 5000 volt range. 

Or with 
Varnished Cambric for max- 
imum current carrying capacity 
or higher voltages. 


N° other protection required except at points of 
extreme mechanical hazard. Being well protected 
from ordinary mechanical injury and easy to install, 
they provide an economical, permanent underground 
system. 


a These cables are widely used for street lighting 


THREE CONDUCTOR circuits, railroad yard lighting and signal systems, 


Also all standard types * . ° * . a * 
of metallic Parkway ca- airport power and lighting circuits and in industrial 


bles, to |.P.C.E.A. specs. ° 
Special cables to -_ plants and mines, 


tomer's specifications. 


) CRESCENT 


WIRE and CABLE 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J. 
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